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2000, organizations that pay premiums on “personal benefit
contracts,” as that term is used in section 170(f)(10) of the
Code, must file Form 8870 by the later of 90 days after this
announcement or the date the organization is required to file
its annual return. See also Notice 2000-24, 2000-17 I.R.B.
952.

EMPLOYEE PLANS

Rev. Proc. 2000-40, page 357.

Minimum funding standards; automatic change in fund-
ing method. This procedure provides approval to change the
funding method used to determine the minimum funding stan-
dard for defined benefit plans for plan years beginning on or
after January 1, 2000, to any one of the specific methods con-
tained therein. Rev. Proc. 95-51 superseded.

Rev. Proc. 2000-41, page 371.

Qualified defined benefit plan; change in funding
method. This procedure sets forth an updated procedure that
a plan administrator or plan sponsor may use to obtain
approval to change the funding method of its qualified defined
benefit plan. Rev. Proc. 78-37 superseded. Rev. Proc.
2000-4 modified.

EMPLOYMENT TAX

Page 354.

Railroad retirement; rate determination; quarterly. The
Railroad Retirement Board has determined that the rate of tax
imposed by section 3221 of the Code shall be 26 1/2 cents
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Contracts. For taxable years beginning prior to January 1,
2000, organizations that pay premiums on “personal benefit
contracts,” as that term is used in section 170(f)(10) of the
Code, must file Form 8870 by the later of 90 days after this
announcement or the date the organization is required to file
its annual return. See also Notice 2000-24, 2000-17 |.R.B.
952.
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Application of tax laws to use of the Internet by
exempt organizations. The Service requests comments
on the need for guidance clarifying the application of Internal
Revenue Code provisions to use of the Internet by exempt
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The IRS Mission

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 42.—Low-Income Rev. Rul. 2000-48 nal Revenue Bulletin a table of “bond fac-
Housing Credit tor” amounts for dispositions occurring

In Rev. Rul. 90-60, 1990-2 C.B. 3, tthuring each calendar month.
Low-income housing credit; satis- Internal Revenue Service provided guid- This revenue ruling provides in Table 1
factory bond; “bond factor” ance to taxpayers concerning the genere bond factor amounts for calculating
amounts for the period July through methodology used by the Treasury Dethe amount of bond considered satisfac-
September 2000. This ruling an- partment in computing the bond factokory under § 42(j)(6) for dispositions of
nounces the monthly bond factor amounts used in calculating the amount Qfualified low-income buildings or inter-
amounts to be used by taxpayers who bond considered satisfactory by the Segsts therein during the period July through
dispose of qualified low-income build- retary under § 42(j)(6) of the Internalseptember 2000.

ings or interests therein during the pe- Revenue Code. It further announced that

riod July through September 2000. the Secretary would publish in the Inter-

Table 1
Rev. Rul. 2000-48
Monthly Bond Factor Amounts for Dispositions Expressed
As a Percentage of Total Credits

Calendar Year Building Placed in Service
or, if Section 42(f)(1) Election Was Made,
the Succeeding Calendar Year

Month of 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Disposition
Jul ‘00 39.75 54.78 67.30 77.84 79.31 82.61 86.02 89.38 92.82 96.56 100.53

Aug ‘00 39.75 54.78 67.30 77.84 79.09 82.39 85.78 89.14 92.57 96.29 100.25
Sep ‘00 39.75 54.78 67.30 77.84 78.89 82.17 85,55 88.89 92.32 96.04 99.99

Table 1 (cont'd)
Rev. Rul. 2000-48
Monthly Bond Factor Amounts for Dispositions Expressed
As a Percentage of Total Credits

Calendar Year Building Placed in Service
or, if Section 42(f)(1) Election Was Made,
the Succeeding Calendar Year

Month of 1998 1999 2000
Disposition

Jul ‘00 10492 109.29 112.52
Aug ‘00 104.64  109.02 112.52
Sep ‘00 104.37  108.77  112.52

For a list of bond factor amounts applications occurring during the period April2000-16 I.R.B. 880, for dispositions oc-
ble to dispositions occurring during othethrough June 1998; Rev. Rul. 98-45¢urring during the period January through
calendar years, see the following revenut998-2 C.B. 364, for dispositions occurMarch 2000; and Rev. Rul. 2000-31,
rulings: Rev. Rul. 98-3, 1998-1 C.Bring during the period July through Sep2000-26 I.R.B. 1269, for dispositions oc-
248, for dispositions occurring during theeember 1998; Rev. Rul. 99-1, 1999-2urring during the period April through
calendar years 1996 and 1997; I.R.B. 4, for dispositions occurring duringJune 2000.

Rev. Rul. 98-13, 1998-1 C.B. 686, fothe period October through Decembe

dispositions occurring during the periodl998; Rev. Rul. 99-54, 1999-51 I.R.B.BRAFTING INFORMATION

January through March 1998; Rev. Rul675, for dispositions occurring during the The principal author of this revenue
98-31, 1998-1 C.B. 1269, for disposicalendar year 1999; Rev. Rul. 2000-22uling is Gregory N. Doran of the Office

200042 I.R.B. 349 October 16, 2000



of Associate Chief Counsel (Passthrough®NQPS). The proposed regulations adAdoption of Amendments to the

and Special Industries). For further infordress the effective date of the definitiorRegulations

mation regarding this revenue ruling, conef NQPS, and provide rules exempting . .

tact Mr. Doran at (202) 622-3040 (not &rom treatment as NQPS certain pre- Accordingly, 26 CFR part 1 is amended
toll-free call). ferred stock received by shareholders ifS follows:

corporate reorganizations and distribu-

tions subject to sections 354, 355, anBART 1 INCOME TAXES

Section 351.—Transfer to 356.
Corporation Controlled by No comments responding to the notice Paragraph 1. The authority citation for
Transferor of proposed rulemaking were submittedpart 1 is amended by adding the following
and no public hearing was requested antries in numerical order to read in part
26 CFR 1.351-2: Receipt of property. held. However, one commentator sugas follows:
gested that the rule in the proposed regula- Authority: 26 U.S.C. 7805 * * *
T.D. 8904 tions interpreting section 351(g)(2)-Section 1.351-2 also issued under 26

(C)(i)(I1) (relating to preferred stock U.S.C. 351(g)(4).
E\E:II‘.\nRaTI\I"\I’EI\\gngE ggfv-ircReEASURY transferred in connection with the perforSection 1.354-1 also issued under 26

mance of services) should be expanded t.S.C. 351(g)(4).
26 CFR Part 1 include transactions subject to sectiosection 1.355-1 also issued under 26

Treatment of Nonqualified 351. U.S.C. 351(9)(4).
Preferred Stock a?rd Other The IRS and Treasury agree with thiSection 1.356—7 also issued under 26

. . suggestion. Accordingly, these final regul.S.C. 351(g)(4). * * *
Preferred Stock "_‘ C?rta_m lations extend the exemption from treatSection 1.1036-1 also issued under 26
Exchanges and Distributions ment as NQPS in 81.356—7(c) to preferred.S.C. 351(g)(4). * * *
AGENCY: Internal Revenue ServiceStock received by shareholders in certain Par. 2. Section 1.351-2 is amended by
(IRS), Treasury. stock exchanges under section 351. Thalding paragraph (e) to read as follows:

proposed regulations are adopted as re- )
ACTION: Final regulations. vised by this Treasury decision. §1.351-2 Receipt of property.

SUMMARY:_ This dqcument conta.mi.ns Special Analyses *okokox ok o
final regulations relating to nonqualified (e) See 81.356-7(a) for the applicabil-
preferred stock. The regulations address It has been determined that this Treaty of the definition of nonqualified pre-
the effective date of the definition of non-sury decision is not a significant regulaferred stock in section 351(g)(2) for stock
qgualified preferred stock and the treattory action as defined in Executive Orderssued prior to June 9, 1997, and for stock
ment of nonqualified preferred stock and2866. Therefore, a regulatory assessssued in transactions occurring after June
similar preferred stock received by sharement is not required. It has also been d&, 1997, that are described in section
holders in certain corporate reorganizatermined that section 553(b) of the Ad-1014(f)(2) of the Taxpayer Relief Act of
tions and distributions. The regulationsninistrative Procedure Act (5 U.S.C.1997, Public Law 105-34 (111 Stat. 788,
are necessary to reflect changes to the lashapter 5) does not apply to these regul&21). See §1.356-7(c) for the treatment
concerning these types of preferred stodions and, because the regulations do nof preferred stock received in certain ex-
that were made by the Taxpayer Relieinpose a collection of information onchanges for common or preferred stock
Act of 1997. small entities, the Regulatory Flexibilitydescribed in section 351(g)(2)(C)(i)(II).
EEFECTIVE DATE: These regulationsACt (5 U.S.C. chapter 6) does not apply. Pgr. 3. Section 1.354-1 is amended. by
are effective October 2, 2000. Pursuant to section 7805(_1‘) of the Internaddding paragraph (f) to read as follows:
Revenue Code, the notice of proposed
FOR FURTHER INFORMATION CON- rulemaking preceding these regulation§1-354-1 Exchanges of stock and
TACT: Richard E. Coss, (202) 622-7790vas submitted to the Chief Counsel foS€CUrtIES In certain reorganizations.
(not a toll-free number). Advocacy of the Small Business Adminis-, , , , .

SUPPLEMENTARY INFORMATION: gj;';g;‘;r commenton its impacton small o goo g1 356-7(a) and (b) for the

' treatment of nonqualified preferred stock

Drafting Information (as defined in section 351(g)(2)) received

in certain exchanges for nonqualified pre-

On January 26, 2000, the IRS and The principal author of these regulaferred stock or preferred stock. See

Treasury published in theederal Regis- 1°"S 'S Richard E. Coss of the Office 0f§1.356-7(c) for the treatment of preferred

ter a notice of proposed ruIemakingASSOC'ate Chief Counsel (Corporate)stock received in certain exchanges for

(REG—105089-99, 2000—6 |.R.B. sggiowever, other personnel from the IRgommon or preferred stock described in
[65 F.R. 4203]) relating to nonqualifiedand Treasury participated in their developsection 351(g)(2)(C)(i)(Il).

preferred stock (as defined in section'© t Par. 4. Section 1.355-1 is amended by

* % * * *

351(g)(2) of the Internal Revenue Code) adding paragraph (d) to read as follows:

Background and Explanation of
Provisions

October 16, 2000 350 200042 I.R.B.



81.355-1 Distribution of stock and which made remote the likelihood of theservice) and the existing stock was trans-
securities of a controlled corporation.  redemption or purchase, or the issuer’s (derred in connection with the performance
frxn a related party’s) right to redeem or puref services for the issuer or a related per-
. chase the stock was not more likely thason (and represented reasonable compen-
(d) Nonqualified preferred stockSee ot 1o he exercised within a 20-year pesation when transferred). In applying the
81.356-7(a) and (b) for the treatment ofi,q peginning on the issue date, or berules relating to NQPS, the preferred
nonqualified preferred stock (as defined g se of any combination of these reastock received will continue to be treated
in section 351(g)(2)) received in certainynq. ang as transferred in connection with the per-
exchanges for (or in certain distributions iy The stock received is substantiallyformance of services (and representing
with respect to) nonqualified preferredgeniical to the original preferred stock. reasonable compensation) in subsequent
stock or preferred stock. See §1.356-7(C) () supstantially identical The stock transactions involving such stock, and the
for the treatment of the receipt of préjgceived is substantially identical to theprinciples of this paragraph (c) apply to
ferred stock in certain exchanges for (Oyjginal preferred stock if— such transactions.
in certain distributions with respect t0) () The stock received does not contain (d) Rights to acquire stock For pur-
common or preferred stock described iy term or terms that, in relation to anyposes of §1.356-6, the principles of para-
section 351(g)(2)(C)()(1). term or terms of the original preferredgraphs (a), (b), and (c) of this section
Par. 5. Section 1.356-7 is added tQiyck  either decrease the period in whicapply.
read as follows: a right or obligation described in clause (e) Examples In the examples in this
§1.356—7 Rules for treatment of (), (i), or (iii)_ of secti_on 351(g)(2)(A) _paragraph (e), T and P are corporations, A
nonqualified preferred stock and other ~ €&n be exercised, or increase the I|k_eI|s a s_hareh(_)Ider of_ T and A surrenders and
preferred stock received in certain hood tha_t such a right or obllgatl_on_ W|Ilrece|ves_ (in addition to the stock ex-
transactions. be exercised, or accelerat_e the tlmlng_ athanged in _the _examples)_ common stock in
the returns from the stock instrument, inthe reorganizations described. The follow-
(a) Stock issued prior to effective datecluding the timing of actual or deemedng examples illustrate paragraphs (a), (b),
Stock described in section 351(g)(2) iglividends or other distributions receivedand (c) of this section:
nonqualified preferred stock (NQPS) reon the stock; and Example 1 In 1995, Atransfers property to T and
gardless of the date on which the stock is (ii) As a result of the exchange or distri/éceives T preferred stock that is described in section
h . . . . . . 351(g)(2) in a transaction under section 351. In 2002,
issued. However, sections 351(g)bution, exercise of the nght or obllgatlonIoursuant to a reorganization under section
354(a)(2)(C), 355(a)(3)(D), 356(e), anddoes not become more likely than not tasg(ay(1)(B), A surrenders the T preferred stock in
1036(b) do not apply to any transactiomccur within a 20-year period beginningsxchange for P NQPS. Under paragraph (a) of this
occurring prior to June 9, 1997, or to anyn the issue date of the original preferregpction, the T preferred stock issued to A in 1995 is
transaction occurring after June 8, 199%tock. Q'F%ilst'o ;':r‘:‘;zvc‘;gniegi‘gjfri:gecéggrg‘r’ifgl goelsg g;’t
that is described in section 1014(f)(2) _of 3) Trea'_[ment pf stO(_:k receivedThe .5 NQPS was not “other property” within the
the Taxpayer Relief Act of 1997, Publicstock received will continue to be treategheaning of section 351(b) when issued in 1995.
Law 105-34 (111 Stat. 788, 921). Foms QPS in subsequent transactions involunder sections 354(a)(2)(C) and 356(e)(2), the P
purposes of this section, preferred stocikg such stock, and the principles of thi$lQPS received by Ain 2002 is not “other property”
that is not NQPS is referred to as Qualiparagraph (b) apply to such transactionf§thin the meaning of section 356(a)(1)(B) because it
fied Preferred Stock (QPS) as though the stock received is the origf§ received in exchange for NQPS.
; : . . Example 2 T issues QPS to A on January 1, 2000
(b) Receipt of preferred stock in ex-nal preferred stock issued on the samgat is not NQPS solely because the holder cannot re-
change for (or distribution on) substan-date as the original preferred stock. quire T to redeem the stock until January 1, 2022. In
tially identical preferred stoek-(1) Gen- (c) Stock transferred for services=or 2007, pursuant to a reorganization under section
eral rule. For purposes of sectionspurposes of sections 351(g)(1), 354(a)t?f:(?)(lrza(g)rr'gd"":t'g:kTir’]“g;gcfa:‘tz ':(')rA;“r::?;‘:fd
354(2)(2)(C)(1), 355(a)(3)(D), and (2)(C)(i), 355(a)(3)(D), and 356(€)(2):siqck with terms that are identical to the terms of the
356(e)(2), preferred stock is QPS, evepreferred stock containing a right Ofr preferred stock, including the term that the holder
though it is described in sectionobligation described in clause (i), (ii) orcannot require the redemption of the stock until Janu-
351(g)(2), if it is received in exchange foriii) of section 351(g)(2)(A) that is exer-ary 1,2022. Because the P stock and the T stock have
(or in a distribution with respect to) pre-cisable only upon the holder’s separatiofffentical terms, and because the redemption did not
ferred stock (the original preferred stockjrom service from the issuer or a reIate@ecome more likely than not to occur within the 20-
. . . . "~ Year period that begins on January 1, 2000 (which is
that is QPS, provided — person (as described in sectiOmhe issue date of the T preferred stock) as a result of
(i) The original preferred stock is QPS351(g)(3)(B)) will be treated as trans-he exchange, under paragraph (b) of this section, the
solely because, on its issue date, eitherferred in connection with the performanceé preferred stock received by A is treated as QPS.
right or obligation described in clause (i)of services (and representing reasonabl@us: the P preferred stock received is not “other
(i), or (iii) of section 351(g)(2)(A) was compensation) within the meaning of sec2roPery Within the meaning of section 356(a)(1)(B)
! . ’ - . Example 3 The facts are the same a£xample
not exercisable until after a 20-year petion 351(g)(2)(C)(i)(Il), if such preferred », except that, in addition, in 2010, pursuant to a re-
riod beginning on the issue date, or thetock is received in exchange for (or in @apitalization of P under section 368(a)(1)(E), A ex-
right or obligation was exercisable withindistribution with respect to) existing stockchanges the P preferred stock above for P NQPS that
the 20-year period beginning on the issueontaining a similar right or obligation PEMMits the holder to require P to redeem the stock in

. . . . 2020. Under paragraph (b) of this section, the P pre-
date but was subject to a contingencfexercisable only upon separation fromy, . oo SS”engdeid(b;Ais treated as QPS pBe_

200042 I.R.B. 351 October 16, 2000



cause the P preferred stock received by Ain the recaq1.1036—1 Stock for stock of the same Political Subdivisions
italization is not substantially identical to the P pre—corporation_

fefTEddSEOC;SU”e”deredvéhe P pFrf;fe”Tff Stochk e AGENCY: Internal Revenue Service
ceived by A is not treated as QPS. Thus, the koK ok ok ok (IRS), Treasury.
(d) Nonqualified preferred stockSee

preferred stock received is “other property” within the
meaning of section 356(a)(1)(B). i ACTION: Final regulations.
Example 4 T issues preferred stock to Aon Jan-§1-3$§_7(a) for the_ gppllcablllty of the g
uary 1, 2000 that permits the holder to require T télefinition of nonqualified preferred stockSUMMARY: This document contains
redeem the stock on January 1, 2018, or at any tinln section 351(g)(2) for stock issued priofinal regulations relating to the Federal in-

”;et[]eafter’ b‘ét ‘;Vhi;h if] n|3t ’\,'QPshfto'e'ydbecagse' %5 June 9, 1997, and for stock issued igome tax treatment of qualified zone
of the issue date, the holder’s right to redeem is sub- . . .
ject to a contingency that makes remote the likeli @NSActions occurring after June 8, 199%cademy bonds. These regulations pro-

hood of redemption on or before January 1, 2020. {hat are described in section 1014(f)(2) ofide guidance to State and local govern-
2007, pursuant to a reorganization under sectiofe Taxpayer Relief Act of 1997, Publicments that issue qualified zone academy
368(2)(1)(A) in which T merges into P, Asurrenderd_aw 105-34 (111 Stat. 788, 921). bonds and to banks, insurance companies,

the T preferred stock in exchange for P preferred
stock with terms that are identical to the terms of the and other taxpayers that hold those bonds.

T preferred stock. Immediately before the ex- These regU|ati0nS make final certain tem-
change, the contingency to which the holder’s right Robert E. Wenzel, porary regulations.

to cause redemption of the T stock is subject makes Deputy Commissioner . .

remote the likelihood of redemption before January o?ln)t/ernal Revenue [_)ATES- EffeCt_'Ve Date These regula-
1, 2020, but the P stock, although subject to the - tions are effective September 26, 2000.
same contingency, is more likely than not to be re- Applicability Date For dates of applic-
deemed before January 1, 2020. Because, as a result ability, see §1.1397E-1(K).

of the exchange of T stock for P stock, the exercisepproved September 25, 2000. 4 (k)

of the redemption right became more likely than not . FOR FURTHER INFORMATION CON-
to occur within the 20-year period beginning on the ] Jona.-than Talisman, TACT: Timothy L. Jones or Allan B.
issue date of the T preferred stock, the P preferred Acting Assistant Secretary i i )
stock received by A is not substantially identical to of the Treasury. Seller at 202-622-3980 (not a toll-free
the T stock surrendered, and is not treated as QPS. number).

Thus, the P preferred stock received is “other prop- SUPPLEMENTARY INFORMATION:

erty” within the meaning of section 356(a)(1)(B).  (rjled by the Office of the Federal Register on Sep-
Example 5 The facts are the same a&kemple omper 29, 2000, 8:45 a.m., and published in thBackground

4, except that, immediately before the merger of sq 6 of the Federal Register for October 2, 2000, 65
into Pin 2007, the contingency to which the holder's: 5 58650)

right to cause redemption of the T stock is subject

Section 226(a) of the Taxpayer Relief

makes it more likely than not that the T stock will be Act of 1997, Public Law 105-34 (111
redeemed before January 1, 2020. Because exercise . . Stat. 788), amended the Internal Revenue
of the redemption right did not become more likeySection 412.—Minimum Funding Code (Code) by redesignating section
than not to occur within the 20-year period begin§tandards 1397E as section 1397F and adding a new

ning on the issue date of the T preferred stock as a section 1397E. Section 1397E authorizes
result of the exchange, the P preferred stock re- Arevenue procedure describes certain changes fo ‘

ceived by Als substantially identical to the T stockhe funding method used to determine the minimurt YP€ OF debt instrument known as a
surrendered, and is treated as QPS. Thus, the P pignding standard for defined benefit plans for plafiualified zone academy bond.
ferred stock received is not “other property” withinyears beginning on or after January 1, 2000. See . .
the meaning of section 356(a)(1)(B). Rev. Proc. 2000-40, page 357. Explanation of Provisions
Example 6 Ais an employee of T. In connection
with A's performance of services for T, T transfers to
Ain 2000 an amount of T common stock that repre- A procedure describes a method whereby a pladf General
sents reasonable compensation. The T comma@gaministrator or plan sponsor may obtain approval . .
stock contains a term granting A the right to requiréor a change in funding method. See Rev. Proc. A qualified zone academy bond is a

T to redeem the common stock, but only upon A®000-41, page 371. taxable bond issued by a State or local
separation from service from T. In 2005, pursuant to government, the proceeds of which are
a r_eorganizatior_1 under sect}ion 3_68(a)(1)(A) in used to enhance certain eligible public
W‘hICh T merges into P, A receives, in exchange for schools. In lieu of receiving periodic in-

As T common stock, P preferred stock granting Peaction 1397.—O0ther . o
similar redemption right upon A's separation from . e . terest payments from the issuer, an eligi-
P's service. Under paragraph (c) of this section, wPefinitions and Special Rules ble holder of a qualified zone academy
P preferred stock received by A is treated as trans- bond is generally allowed annual federal

ferred in connection with the performance of ser26 CFR 1.1397E~-1: Qualified zone academy bonds, e tax credits while the bond is out-

vices (and representing reasonable compensation . .

within the meaning of section 351(g)(2)(C)(i)(Il). T?D. 8903 standing. ThFT'SE credits comp.ensate the

Thus, the P preferred stock received by A is QPS. holdgr for lending money t(? the issuer and
(f) Effective datesThis section applies DEPARTMENT OF THE TREASURY  function as payments of interest on the

to transactions occurring on or after Octolnternal Revenue Service bond. _

ber 2, 2000. 26 CFR Part 1 Temporary regulations (REG-119-
Par. 6. Section 1.1036-1 is amended 449-97, 1998-1 C.B. 667) interpreting

by adding paragraph (d) to read as foQualified Zone Academy Bonds;  section 1397E were published on January

lows: Obligations of States and 7, 1998 (63 F.R. 671), and amended on
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July 1, 1999 (64 F.R. 35573). The tempobusiness contribution requirement is mdbcal education agency for the bond is-
rary regulations generally treat the alif the eligible local education agency (asuance. The Treasury and the IRS intend
lowance of the credit as if it were a paydefined in section 1397E(d)(4)(B)) haghat these certifications will be respected
ment of interest on the bond. written commitments from private entitiesand may be relied on by taxpayers if the
Code section 1397E(e), as amended lig make qualified contributions having ecertifications are reasonably made.
section 509 of the Ticket to Work andpresent value as of the issue date of 10
Work Incentives Improvement Act of percent or more of the proceeds of thg? Percent Test
1999, I?ubllc Law 10_6—179 (_11?_, Statissue. o _ Section 1397E(d)(1)(A) requires that
1860), imposes a national limitation on The Code does not defipeivate enti- gg percent or more of the proceeds of an
the amount of qualified zone academyies for these purposes. Sectiongg,e of qualified zone academy bonds be
bonds that can be issued. For each applit397E(d)(2)(B) definegjualified contri-  <ad for a qualified purpose described in
able year, the IRS publishes a revenueutionas any contribution (of a type andygtion 1397E(d)(5) with respect to a
procedure allocating the national limita-quality acceptable to the eligible local Edfqualified zone academy. The Treasury
tion among the States and the posseseation agency) of (i) equipment for use;q the IRS intend that the qualified pur-

sions. in the qualified zone academy, (ii) techni-poses set forth in section 1397E(d)(5) are

cal assistance in developing curriculum ofy pa broadly interpreted. The Treasury

gg?/gfnlriseunid Py & state or Local in training teachers in order to promote,n the |RS also intend that issuers may
appropriate market driven technology iny, 51y principles similar to the require-

Section 1397E(d)(1)(B) requires that 4h€ classroom, (iii) services of employeeg,anis of §1.142-2 (without regard to the
qualified zone academy bond be issued i§# volunteer mentors, (iv) internshipS g g irement therein that the period be-
a State or local government within the jufl€ld trips, or other educational opportuniyyeen the issue date and the first call date
risdiction of which a qualified zone acad{ies outside the academy for students, ¢yt exceed 10 1/2 years) to cure an unex-
emy (as defined in section 1397E(d)(4)) i§¥) any other property or service specifiedha e failure to spend 95 percent or more
located. Commentators requested clariffRy the eligible local education agency. ot the proceeds of an issue for a qualified
cation that, for these purposes, a State orCommentators requested clarification, ,rnose. Further, the Treasury and the
local government means a State or politRf the meaning oprivate entitiesfor  |rg intend that taxpayers may rely on an
cal subdivision as defined for purposes df1€Se purposes. For example, coOmment@y er's determination that a public school
section 103(c). Commentators also rdors asked whether the term may includf,, 4cademic program within a public
quested that the final regulations include &n organization described in sectioRchqg)) is a qualified zone academy for
provision for the issuance of qualified®01(c)(3) or a private individual. purposes of section 1397E(d)(4) if the de-
zone academy bonds on behalf of a State The final regulations provide that, forie mination has a reasonable basis.
or local government in a manner similaPurposes of section 1397E(d)(2)(A), the
to the issuance of obligations on behalf d€rm private entitiesincludes any person Effective Dates

a State or political subdivision under sec(@s defined in section 7701(a)) other than . .
tion 103. the United States, a State or local govern- The final regulations apply to bonds

The final regulations provide that, forMent, or any agency or instrumentalitysold on or after September 26, 2000. In
purposes of section 1397E(d)(1)(B), théhereof or related party with respecf{lddltIOﬂ, the_ﬁnal reg.ulaltlons permit elec-
term State or local governmemeans a thereto. tive, retroactive application to bon(_:is sold
State or political subdivision as defined Commentators also sought clarificatiorpefore September 26, 2000, of either of
for purposes of section 103(c). The finalegarding the meaning qtialified contri- the following sections of the.regulatlons.:
regulations also specify that a qualified?ution under section 1397E(d)(2)(B). 81.1397E-1(c) (private business contri-
zone academy bond may be issued on bEbe final regulations provide that cash rebution requirement) and §1.1397E-1(i)
half of a State or local government undefeived with respect to a qualified zondState or local government).

imi iningacademy from a private entity constitutes ,
wr:(:fhg:rg|La;rmtjoist§uoesdeofr? L:he;;\ ronfq:amsrlg@equalified contribution if it is to be usedSpeClal Analyses
or political subdivision constitutes antC purchase any property or service de-  pos peen determined that this Trea-
obligation of that State or political subdi-Scribed in section 1397E(d)(2)(B)(i), (")'sury decision is not a significant regula-
vision for purposes of section 103. (iil), (iv) or (v). The final regulations also tory action as defined in Executive Order

indicate that services of employees of thf2866 Therefore, a regulatory assess-

e s coaone % "lrent s ot equred. 1 s o been e
' termined that section 553(b) of the Ad-
Section 1397E(d)(1)(C)(ii) requires theigsyer Certifications ministrative Procedure Act (5 U.S.C.
issuer of a qualified zone academy bond chapter 5) does not apply. The Regula-

to certify that it has written assurances Section 1397E(d)(1)(C) requires the istory Flexibility Act (5 U.S.C. chapter 6)
that the private business contribution resuer to certify (1) that it has written assurdoes not apply because these regulations
quirement of section 1397E(d)(2) will beances that the private business contrib@lo not impose a collection of information
met with respect to the qualified zondion requirement will be met, and (2) thaon small entities. Pursuant to section
academy. For these purposes, the privaitehas the written approval of the eligible7805(f) of the Code, the notice of pro-
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posed rulemaking preceding these regule)(2), rules similar to those for determinto amortizable bond premium. See
tions was sent to the Chief Counsel foing whether a person is a related part§1.61-7(d) for the seller’s treatment of a
Advocacy of the Small Business Admin-under 81.150-1(b) shall apply (treatindond sold between interest payment dates
istration for comment on its impact onthe United States as a governmental urtredit allowance dates) and §1.61-7(c) for
small businesses. for purposes of §1.150-1(b)). the buyer’s treatment of a bond purchased

*okok okok (3) Qualified contribution For pur- between interest payment dates (credit al-
poses of section 1397E(d)(2)(A), the ternowance dates).
qualified contributionmeans any contri- (k) Effective datesExcept as provided in
bution (of a type and quality acceptable tthis paragraph (k), this section applies to
dhe eligible local education agency) obonds sold on or after September 26, 2000.
any property or service described in sedzach of paragraphs (c) and (i) of this sec-
tion 1397E(d)(2)(B)(i), (ii), (iii), (iv) or tion may be applied by issuers to bonds that
PART 1—INCOME TAXES (v). In addition, cash received with re-are sold before September 26, 2000.

spect to a qualified zone academy from a

Adoption of Amendments to the
Regulations

Accordingly, 26 CFR part 1 is amende
as follows:

Paragraph 1. The authority citation forprivate entity (other than cash received in- Bob Wenzel,
part 1 is amended by removing the emrMirectIy from a person that is not a private Deputy Commissioner
for Section 1.1397E-1T and adding a ne\@ntity as part of a plan to avoid the re- of Internal Revenue.

entry in numerical order to read in part a

follows: auirements of section 1397E) CO”StitUteﬁ\pproved September 19, 2000.

a qualified contribution if it is to be used

_ Authority: 26 U.S.C. 7805 * * * SeC- 14 pyrchase any property or service de- Jonathan Talisman,
tion 1.1397E-1 also issued under 28, ihed in section 1397E(d)(2)(B)(i), (i), Acting Assistant Secretary
U.S.C. 1397E(b) and (d). (i), (iv) or (v). Services of employees of of the Treasury.
; the eligible local education agency do not
i) | consiue qualfe conviounns. (O Dot e et o S,
* ok ok k% ! o o
. . . the Federal Register for September 26, 2000, 65 F.R.
Par. 2. Section 1.1397E-1T is redesig- (f) *** 57732)
nated as ‘1.1397E-1. (2) Adjustment if the holder cannot use
Par. 3. Newly designated ‘1.1397E-1 ishe credit to offset a tax liabilitylf a holder
amended as follows: holds a qualified zone academy bond on th§ection 3221.—Rate of Tax
1. The section heading is revised. credit allowance date but cannot use all or a
2. Revising paragraphs (c), (f)(2), (i)portion of the credit to reduce its incom o
and (j). tax liability (for example, because th:Detgrmlnatlon of Quarterly Rate of
3. Adding a new paragraph (k). holder is not an eligible taxpayer or becausjéXC'Se Tax for Ralquad Retirement
The revisions and addition read as folthe limitation in section 1397E(c) applies), upplemental Annuity Program
lows: the holder is allowed a deduction for the |, accordance with directions in Section

taxable year that includes the credit al321(a) of the Railroad Retirement Tax Act
lowance date (or, at the option of thgog U S.C., Section 3221(c)), the Railroad
holder, the next succeeding taxable yeamketirement Board has determined that the
I——— The amount of the deducﬂon is equal to th_@xcise tax imposed by such Section 3221(c)
(c) Private business contribution re-2mount of the unused credit deemed pagh every employer, with respect to having
quirement—(1) Reasonable discount rate S” ihf*credlt allowance date. individuals in his employ, for each work-
To determine the present value (as of the | hour for which compensation is paid by
issue date) of qualified contributions from (1) State or local governmeni(1) In sy ch employer for services rendered to him
private entities under sectiond€neral For purposes of sectionqyring the quarter beginning October 1,
1397E(d)(2), the issuer must use a reason327E(d)(1)(B), the ternState or local 2000, shall be at the rate of 26 1/2 cents.
able discount rate. The credit rate deteflOvernmenmeans a State or political sub- | accordance with directions in Section
mined under paragraph (b) of this sectiofivision as defined for purposes of Sectiof5(a) of the Railroad Retirement Act of
is a reasonable discount rate. 103(c). ) - 1974, the Railroad Retirement Board has
(2) Definition of private entitiesFor  (2) On behalf of issueA qualified zone  getermined that for the quarter beginning
purposes of section 1397E(d)(2)(A), th&cademy bond may be issued on behalf ofgtober 1, 2000, 38.3 percent of the taxes
term private entitiesincludes any person State or local governm_e_nt under rules simigllected under Sections 3211(b) and
(as defined in section 7701(a)) other thald" t© those for determining whether a bong221 (c) of the Railroad Retirement Tax Act
the United States, a State or local goven'SSu€d on behalf of a State or political sulsha]| be credited to the Railroad Retirement
ment, or any agency or instrumentalinfiViSion constitutes an obligation of thataccount and 61.7 percent of the taxes col-
thereof or related party with respec§tate or political subdivision for purposesected under such Sections 3211(b) and
thereto. To determine whether a person f Séction 103. _ 3221(c) plus 100 percent of the taxes col-
related to the United States or a State or () Cross-referencesSee section 171 andjected under Section 3221(d) of the Rail-
local government under this paragrapﬂqe regulations thereunder for rules relatingy5q Retirement Tax Act shall be credited to

81.1397E-1 Qualified zone academy
bonds.
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the Railroad Retirement Supplemental Ac-
count.

Dated August 30, 2000.
By Authority of the Board.

Beatrice Ezerski,
Secretary to the Board.

(Filed by the Office of the Federal Register on Septem-
ber 11, 2000, 8:45 a.m., and published in the issue of
the Federal Register for September 12, 2000, 65 F.R.
55066)
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Part lll. Administrative, Procedural, and Miscellaneous

Tax on Certain Imported conversion factor for chlorine of 1.08, and &g compounds (initiators) such as water,
Substances; Notice of conversion factor for sodium hydroxide ofglycols, polyols, and amines. The reaction
Determinations 1.18. is carried out by a discontinuous batch
The rate of tax prescribed for poly(ethylprocess at elevated temperatures and pres-
Notice 2000-54 eneoxy)glycerol, under § 4671(b)(3), issures and under an inert atmosphere. The
) ) _ $3.31perton. Thisis based upon a convaparticular substance produced depends
This notice announces determinationsion factor for ethylene of 0.681. upon the oxides, initiators, reaction condi-

under Not?ce 89-61 (1989-1 C.B. 717_), The rate of tax prescribed for polytions, and catalysts used. The stoichiomet-
that the list of taxable substances ifpropyleneoxy/ethyleneoxy)glycerol, un-ric amounts of oxide reacted on the initiator
§ 4672(a)(3) will be modified to include ger § 4671(b)(3), is $7.20 per ton. This isletermine the chain lengths and thus the
nine polyether polyol substances. Thigased upon a conversion factor for propymolecular weights. The HTS number for

modification is effective October 1, 1992.|gne of 0.71, a conversion factor for chlothese substances is 3907.20.00.

Back d rine of 1.05, a conversion factor for sodium
ackgroun hydroxide of 1.05, and a conversion factof 0ly(Propylene)glycol

Under § 4672(a), an importer or ex or ethylene of 0.126. _ CAS number: 025322—69—4
porter of any substance may request that "€ rate of tax prescribed for poly Poly(propylene)glycol is derived from
the Secretary determine whether that suff2roPyleneoxy)sucrose, under § 4671(b), . oop1e”chemicals propylene, chlorine,
stance should be listed as a taxable suf?): iS $4.18 per ton. This is based upon & | (o = hydroxide.
stance. The Secretary shall add the sufenversion factor for propylene of 0.423, & 1 "o i chiometric material consump-
stance to the list of taxable substances fPnversion factor for chlorine of 0.707, ang, | e 0Tl s O o ce s
§ 4672(a)(3) if the Secretary determine& Conversion factor for sodium hydrox'den+1(C3H (propylene) + GJ (chlorine) + 2
that taxable chemicals constitute mor&f 9-773. ) NaOH (sfiodium hydroxide)) + J© (water)
than 50 percent of the weight, or more 1N€ rate of tax prescribed for poly "~ "5 (C:H.0). (poly(propylene)gly-
than 50 percent of the value, of the matdPropyleneoxy/ethyleneoxy)sucrose, o) % ?1+21(§ NaCl (sodium chloride) +
rials used to produce the substance. THigr 8 4671(b)(3), is $6:11 per ton. This ®1.0 (water))
determination is to be made on the basR&Sed upon a conversion factor for propy- 2p0|y (propylene)glycol has been deter-
of the predominant method of production/én€ Of 0.549, a conversion factor for chlog . - %o o Pie S ibstance because a re-

Notice 89-61 sets forth the rules relatingn€ Of 0.918, a conversion factor for .. i’ iichiometric material consump-

to the determination process. Sodium hydroxide of 1.0, and a converS|ort1Ion formula shows that, based on the

factor for ethylene of 0.14. predominant method of production, taxable
Determinations The rate of tax prescribed for poly . oo\ constitute at least 90 percent by

ropyleneoxy/ethyleneoxy)diamine, un-" : - .
On July 14, 2000, the Secretary detelt(jper 2{1671(b))(/3), ig$4.92 g()ar ton. This igve|ght of the materials used in its production.
mined that nine polyether polyol sub-based upon a conversion factor for propysly(propylene/ethylene)glycol
stances should be added to the list of tafene of 0.498, a conversion factor for chlo-
able substances in 8 4672(a)(3), effectivene of 0.833, and a conversion factor fo€AS number: 053637—-25-5
October 1, 1992. sodium hydroxide of 0.91. Poly(propylene/ethylene)glycol is de-
The rate of tax prescribed for The rate of tax prescribed for polyrived from the taxable chemicals propy-
poly(propylene)glycol, under § 4671-(propyleneoxy/ethyleneoxy)benzenedia- lene, chlorine, sodium hydroxide, and
(b)(3), is $7.74 per ton. This is based upomine, under § 4671(b)(3), is $5.25 per torethylene.
a conversion factor for propylene of 0.781This is based upon a conversion factor for The stoichiometric material consump-
a conversion factor for chlorine of 1.31, angyropylene of 0.491, a conversion factor fotion formula for this substance is:
a conversion factor for sodium hydroxidechlorine of 0.821, a conversion factor fon+1(CH, (propylene) + CJ (chlorine) +
of 1.43. sodium hydroxide of 0.897, and a conver2 NaOH (sodium hydroxide)) + }JO
The rate of tax prescribed forsjon factor for ethylene of 0.081. (water) + m/2(2 GH, (ethylene) + Q
poly(propylene/ethylene)glycol, under The petitioner is Dow Chemical Com-(oxygen))0 C,HgO,(C5H0),(C,H,0),,
§ 4671(b)(3), is $7.16 per ton. This iany, a manufacturer and exporter of thegpoly(propylene/ethylene)glycol) + n+1(2
based upon a conversion factor for propysubstances. No material comments weidaCl (sodium chloride) + 5O (water))
lene of 0.663, a conversion factor for chloreceived on this petition. The following in- Poly(propylene/ethylene)glycol has
rine of 1.11, a conversion factor for sodiunformation is the basis for the determinabeen determined to be a taxable substance
hydroxide of 1.21, and a conversion factofions. because a review of its stoichiometric ma-
for ethylene of 0.123. The nine polyether polyol substances arerial consumption formula shows that,
The rate of tax prescribed for polyliquids. They are produced predominantlypased on the predominant method of pro-
(propyleneoxy)glycerol, under § 4671(b)by the base-catalyzed reaction of cycliduction, taxable chemicals constitute at
(3), is $6.38 per ton. This is based upon éthers, usually ethylene oxide and propyleast 90 percent by weight of the materials
conversion factor for propylene of 0.645, gene oxide, with active hydrogen-containused in its production.
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Poly(propyleneoxy)glycerol shows that, based on the predominar@,H,,N,O (aminoethylethanolamine) +
method of production, taxable chemicalsi(C;H, (propylene) + CJ (chlorine) + 2

CAS number: 025791-96-2 __constitute at least 85 percent by weight dlaOH (sodium hydroxide))] C,H,,
Poly(propyleneoxy)glycerol is derivedihe materials used in its production. N,O(C,HgO),, (poly(propyleneoxy/ethyl-
from the taxable chemicals propylene, eneoxy)diamine) + n(2 NaCl (sodium

chlorine, and sodium hydroxide. Poly(propyleneoxy)sucrose chloride) + HO (water))

The stoichiometric material consump-
tion formula for this substance isjd;0, ¢
(glycerine) + n(GH, (propylene) + CJ

: ; ; from the taxable chemicals propyleney™" - : !
chlorine) + 2 NaOH (sodium hydroxide
(Ij CoH )O (C.H O)( (poly(p)r/opyle-))Chlorine’ and sodium hydroxide. chiometric material consumption formula
neOX3Y)SIy%er%I)6+ n(2 NaCl (sodium _The stoichiometric material consumpShows that, based on the predominant
chioride) + HO (waten)) tion formula for this substance is:Method of production, taxable chemicals

Poly(propyleneoxy)glycerol has beerC122201,(Sucrose) + n(GHg (propylene) ;? nStitltjte- alt Ieastd6_0 gercer:jt b)t/- weight of
determined 1o be a taxable substance bs-Clz (hlorine) + 2 NaOH (sodium hy- ¢ MATEHAIS USEC M ILS Production.
droxide)) O C,,H,,0,,(C3HsO),

cause a review of its stoichiometric mate* Poly(propyleneoxy/ethyleneoxy)benzen
rial consumption formula shows that,(POly(Propyleneoxy)sucrose) + n(2 NaClgigmine

based on the predominant method of prgSedium chloride) + BO (water))
duction, taxable chemicals constitute at Poly(propyleneoxy)sucrose has been d&EAS number: 067800-94—6

least 85 percent by weight of the materialt€rmined to be a taxable substanceT becausePoly(propyleneoxy/ethyleneoxy)ben-
a review of its stoichiometric material conzenediamine is derived from the taxable
sumption formula shows that, based on thehemicals propylene, chlorine, sodium
Poly(ethyleneoxy)glycerol predominant method of production, taxhydroxide, and ethylene.
able chemicals constitute at least 65 per- The stoichiometric material consump-
CAS number: 031634-55-0 .__cent by weight of the materials used in itsion formula for this substance is:
Poly(ethyleneoxy)glycerol is derived

) roduction. CH. N ortho—toluenediamine) +
from the taxable chemical ethylene. P HigN, )

- . . n(C;Hg (propylene) + chlorine) + 2
The stoichiometric material consump-oly(propyleneoxy/ethyleneoxy)sucrose N(%He(g%diﬂym hyéroxi?e()) + m/2()2284

tion formula for this substance is3i;0,

AS number: 009049—71-2 Poly(propyleneoxy/ethyleneoxy) di-

Poly(propyleneoxy)sucrose is derivecfimine has been determmeq to be z_i taxab_le
substance because a review of its stoi-

used in its production.

(oxygen))J C,H,O (C|4—| 0) (poly(eth-  Poly(propyleneoxy/ethyleneoxy) su-Na(CsHgO)(C,H,O), - (poly(propyle-
yleneoxy)glycér§|)3 Zam crose is derived from the taxable chemicaRR€0xy/ethyleneoxy)benzenediamine)  +

Poly(ethyleneoxy)glycerol has beerPropylene, chiorine, sodium hydroxide,?(zt N)?Cl (sodium chloride) + O
water
determined to be a taxable substance badd ethylene.
cause a review of its stoichiometric mate- 1he stoichiometric material consumption Poly(propyleneoxy/ethyleneoxy)ben-
rial consumption formula shows thatformulafor this substance is; £1,,0,, (su- zenediamine has been determined to be a

based on the predominant method of pré&0Se) + N(GHg (propylene) + GJ(chlorine) taxable substance because a review of its
duction, taxable chemicals constitute 2 NaOH (sodium hydroxide)) + m/2(23t0|ch|ometr|c material consumption for-

. . : t method of production, taxable chem-
materials used in its production. C;H014(C3HgO),(CH,O)y, (POly(propy- 1N : ’

P leneoxy/ethyleneoxy)sucrose) + n(2 Nacicals constitute at least 60 percent by

Poly(propyleneoxy/ethyleneoxy)glycerol  (sodium chloride) + 5D (water)) weight of the materials used in its produc-

_ Poly(propyleneoxy/ethyleneoxy) su-tion: o _ o
CAI\DSOIr;lz;;?gs;ieggggslze;r?jgieoxy)gche- crose has been determined to be a ta_lxa_blemer#”C'palo?fL_‘thorfOAf this ntOt'éE_'?
rol is derived from the taxable chemicals? ubstance because a review of its St°'°h'§§'u e e s e

) \ . metric material consumption formulaCounsel (Passthroughs and Special Indus-
propylene, chiorine, sodium hydroxide, and, - o "y ased on the predominaffies). For further information regarding
ethylene. method of production, taxable chemicaldis notice contact Ruth Hoffman at (202)

_ The stoichiometric material CONSUMB-onstitute at least 75 percent by weight #22-3130 (not a toll-free number).
tion formula for this substance is;H;0,

(glycerine) + n(GH, (propylene) + CJ the materials used in its production.

(chlorine) + 2 NaOH (sodium hydroxide)) poly(propyleneoxy/ethyleneoxy)diamine 26 CFR 601.201: Rulings and determination

+m/2(2 CH, (ethylene) + Q(oxygen))C I(,eAtltsegS'Part I, § 412.)

C,HgO4(C3Hg0),(C,H,0),,, (poly(propyle- CAS number: 031568-06—6 _ ' ' :

neoxy/ethyleneoxy)glycerol) + n(2 NaCl Poly(propyleneoxy/ethyleneoxy)di-  pay Proc. 2000-40

(sodium chloride) + 5D (water)) amine is derived from the taxable chemi-
Poly(propyleneoxy/ethyleneoxy)glyc- cals_propylene, chlorine, and sodium hy-

erol has been determined to be a taxap#oxide. _ _ TABLE OF CONTENTS

substance because a review of its stoi- The stoichiometric material consump-

chiometric material consumption formulation formula for this substance is: SECTION 1. PURPOSE AND SCOPE
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SECTION 2. BACKGROUND year and first or last day merger datestandard for defined benefit plans as fur-
.07Approval for certain mergers with ther described below. The approval under

SECTION 3. APPROVAL FOR transition period no more than 12this revenue procedure is granted in ac-
SPECIFIED CHANGES months cordance with § 412(c)(5) of the Internal

.08Approval for certain mergers with Revenue Code and section 302(c)(5) of

.01 Approval 1 - Unit Credit transition period more than 12the Employee Retirement Income Secu-
.02 Approval 2 - Level percent of com- months rity Act of 1974 (ERISA). Section 3 pro-
pensation aggregate method vides approval to change the funding

.03 Approval 3 - Level dollar aggregateSECTION 5. GENERAL RULES method of the plan to one of seventeen

04?ethod L4 - Level . RELATING TO FUNDING METHODS  y61hods, including a change in the asset

. roval 4 - Level percent of com- o i i -

pensation ndividual aggregate Uy ATElonbases S T Change i the valuadon

method .02 _ConS|stent compensa_noq I|m|tat|onOI o 9
in normal cost determination ate to the first day of the plan year, and a

.05 Approval 5 - Level dollar individual

change in the method for valuing ancil-
aggregate method

.03 Consistent compensation inclusion )
lary benefits to the method used to value

in normal cost determination

.06 Approval 6 - Level percent of com- retirement benefits. Section 4 provides
pensation frozen initial liability SECTION 6. RESTRICTIONS UNDER  approvals for certain changes that become
method REVENUE PROCEDURE necessary or expedient under special cir-

.07 Approval 7 - Level dollar frozen ini- o cumstances.
tial liability method .01 General restrictions .02 Any changes in funding method

.08 Approval 8 'd|.-§\ée| Ipercent of com- (1) Schedule B filed under this revenue procedure must sat-
pensation individual entry age nor- - isfy the rules of Section 5 concerning the
mal method (2) Administrator approval

continued maintenance of certain amorti-
zation bases, the creation of an amortiza-
tion base resulting from the change in

(3) Waiver/amortization period exten-
sion
(4) Plans under examination

.09 Approval 9 - Level dollar individual
entry age normal method

.10Approval 10 - Asset valuation . method (method change base), and the
. (5) Terminated plans SN hang ’
method change to fair market value (6)Non-applicability if shortfall @mortization period for the method
11 Approval 11 - Asset valuation method is discontinued change base. Taxpayers, plan administra-

method change to average market - o i i
g g 102 Additional restrictions for approvalstors’ and enrolled actuaries are cautioned

value With|0Ut phase-in I in section 3 to consider the overall restrictions for
12Approval 12 - Asset valuation ot . use of this procedure (see section 6.01)
1) Non-applicability for reversion P M)
mTthOd_ rc}he;\nge to average market ( )cases PP Y the additional restrictions for approval of
value with phase-in Al . any of the changes listed in section 3
: 2) Non-applicability for plans using 2"Y 9
.13 Approval 13 - Valuation date change ( )univerggl life ins)lljrancg productsg (see section 6.02), and specific restric-

to first day of plan year
.14 Approval 14 - Change in method for
valuing ancillary benefits
.15Approval 15 - Asset valuation
method change to smoothed market

(3) Four-year limitation on changes tions described under each of the ap-
(4) Non-applicability when liabilities Provals. Approval for changes not pro-

adjusted for assets vided by this revenue procedure may be
(5) Non-applicability if benefit accru- requested from the Internal Revenue Ser-

. ) als are frozen under the plan vice. _
value without phase-in (6) Non-applicability if negative nor-  -03 The funding method changes ap-

-162F;§:ggi|h;-n%é tﬁssffcio\t/ha(alga#::rrllet mal cost or negative unfunded liaProved in this revenue procedure also
value with phase-in bility results from the change apply fo_r purposes of § 404._ However,
17Approval 17 - Asset valuation (7)Non-applicability if change in calculations under the funding method
' method is being made pursuant 607 Purposes of § 404 may require cer-
method change to average market a spin-off or merger tain modifications to elements in the cal-

value with alternative phase-in culations. For example, for purposes of
SECTION 4. SPECIAL APPROVALS SECTION 7. EFFECTIVE DATE § 412, the value of assets used in the de-
termination of the normal cost under an
.01Approvals to remedy unreasonabI%ECﬂON 8. EFFECT ON OTHER aggregate funding method is adjusted for
allocation of costs REVENUE PROCEDURES any credit balance or funding deficiency
.02Approval for change in funding in the funding standard account. The
method for fully funded terminated value of assets is not adjusted in that
plans DRAFTING INFORMATION manner for purposes of § 404 but is, in-
.03 Approval for takeover plans SECTION 1. PURPOSE AND SCOPE Sstead, adjusted for any undeducted con-
.04 Approval for change in valuation tributions (see § 1.404(a)—14(d)(2) of the
software .01 This revenue procedure providetncome Tax Regulations).

.05 Approval for de minimis mergers  approval to change the funding method .04 The application of a funding
.06 Approval for mergers with same plarused to determine the minimum fundingnethod must conform to all of the re-
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guirements of the regulations undeSECTION 3. APPROVAL FOR terms of the plan and the projected benefit
8§ 412. Thus, for example, in a methoPECIFIED CHANGES is allocated to prior plan years.
which allocates liabilities among different , - - (5) For an active participant, when
elements of past and future service, the al- Sub!ect to the appl|ca_b|I|Fy_ reStrICtlonTc'valuing all benefits other than ancillary
location of liabilities must be reasonablé_’f section 6 and to the individual Cond'_qenefits that are not directly related to the
as required under § 1.412(c)(3)-1(c)(5). 1oNS u?d(;arf each rznetho? below, fatphprofva ccrued retirement benefit, the projected
:S g-ran;e dc_>r ac ?Egg 0 _?_Re 3 el O_rgenefit related to a particular separation
SECTION 2. BACKGROUND oWIng 1UNding menods. 11e deVeIob e is the benefit determined for the par-
ment of the “O"‘?a' costis descrlped f(.){icipant under the plan’s benefit for-
01 Section 412(c)(5)(A), as amendecfach of the funding methods provided "Mula(s) calculated using the projected

and section 302(c)(5)(A) of ERISA, PubSubsections .01, through .09. For fundmdompensation and the projection, under

L. 93-406, 1974-3 C.B. 1, 40, agdnethods that directly calculate an accruerespective assumptions, of any other

amended, state that if the funding methotibility, within the meaning of Rev. Rul. components that would be used in the

of a plan is changed, the new fundin1-13, 1981-1 C.B. 229, the developmentt, . |- ion of the benefit on the expected

method shall become effective only if the?! the accrued liability is also described. separation date. The projected benefit at

change is approved by the Secretary. -01 Approval 1. Approval is granted . ., expected separation date is allocated

. ., for a change in funding method to the uni : . i
.02 Sectlon“ 1.41_2(0)(1)—1 P,rov'descredit funding method described below. o the years of credited service as fol
that the term “funding method”, when

. . ows.
used in § 412 of the Code, has the sam(faali)s-r‘:'(S:azngg\(:rl‘ggﬁazm ﬁgf It);]g tgsr- (a) The portion of the projected benefit
meaning as the term “actuarial cosgOse a cash balance plan is; a defined beq_|l_ocated to the current plan year is deter-
method” in section 3(31) of ERISA. Sec-eﬁt pian that defines any portion of an em[nined as

tion 1.412(c)(1)-1 of the regulations fur- loyee’s benefits by reference to the () the benefit that would be deter-

ther provides that the funding method of %mployee’s hypothetical account, wher&hined for the participant under the plan’s
plan includes not only the overall funding%uch hypothetical account is detérmineHe”eﬁt formula(s) calculated using the

method used by the plan but also €9\ reference to hypothetical allocationdrojected compensation, if applicable,
SpeCifiC method of Computation used inand hypothetlcal eamings that are dea__nd the projection' under respective as-
applying the overall method. ThereforeSigned to mimic the actual allocations ofUmptions, of any other components that

for example, the funding method of a plan, “ . oo g earnings to an emwould be used in the calculation of the

includes the date on which assets and II%'onee’s account that would occur under 8€nefit on the expected separation date,
bilities are valued (the valuation date)fdefined contribution plan. except taking into account only credited
The funding method also includes the def- ervice through the end of the current plan

inition of compensation which is used ta (2) Under this method, the normal co i
P Is the sum of the individual normal costd/€ar minus

determine the normal cost or accrued lig, ", - vive participants. An individual (i) the benefit that would be deter-

bility. Furthermore, a change in a partlcuf}ormal cost is the sum of the normal cost®ined for the participant under the plan’s

lar aspect of a funding method does n?&)r the various benefits valued using th&@enefit formula(s) calculated using the
change any other aspects of that methodi. 4 e hormal cost for each benefirojected compensation, if applicable,
For example, a change in funding method ", present value of the portion of th@nd the projection, under respective as-

from the unit credit to the level dollar in- rojected benefit at each expected sepafgimptions, of any other components that

?\Ic;/tl(il;]?;\lnegtrt{wea?:ﬁrPeor:{nvi:Il:gi}ig]nO((jj;[Zeﬁon date that is allocated to the currentould be used in the calculation of the
asset valgation method used for the planplan year as set forth in paragraphs (5) aienefit on the expected separation date,

' (6) below. For purposes of this approvaﬁxcept taklng into account Only credited
.03 Section 1.412(c)(2)-1 generallyseparation date includes any date of bengervice through the beginning of the cur-

provides that a change in the actuarial vafit commencement, if earlier. rent plan year.
uation method used to value the assets of (3) The accrued liability under the  (b) The portion of the projected bene-
a plan is a change in funding method thahethod is the sum of the individual acfit allocated to prior plan years is the ben-
requires approval undercryed liabilities for each participant. Anefit determined for the participant under
§ 412(c)(5) of the Code. individual’'s accrued liability is the sum ofthe plan’s benefit formulas calculated
.04 Rev. Proc. 95-51, 1995-2 C.Bthe accrued liabilities for the various beneusing the projected compensation, if ap-
431, as modified by Rev. Proc. 98—10fits valued using the method. The accrueglicable, and the projection, under respec-
1998-1 C.B. 279, and by Rev. Procliability for each benefit is the presenttive assumptions, of any other compo-
99-45, 1999-49 I.R.B. 603, granted apvalue of the portion of the projected beneaents that would be used in the
proval for certain changes in fundingdfit at each expected separation date that¢&lculation of the benefit on the expected
method. Rev. Proc. 2000—41, 2000-4allocated to prior plan years as set forth igeparation date, except taking into ac-
I.R.B. 371, provides the procedure byaragraphs (4), (5), and (6) below. count only credited service through the
which a plan administrator or plan spon- (4) For a participant other than an acheginning of the current plan year (i.e.,
sor may obtain approval of the Secretariive participant, or for a beneficiary, thethe amount in subparagraph (a)(ii)
of the Treasury for a change in fundingrojected benefit is the accrued retiremer@bove).
method. benefit, or other plan benefit, under the (c) Notwithstanding that the alloca-
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tions in subparagraphs (a) and (b) onlgeparation date is the benefit determined (8) The following examples illustrate
take into account credited service as of thfer the participant under the plan’s benefithe application of the method.
beginning and end of the plan year, if &ormula(s) calculated using the projected (&) Example 1. The retirement benefit under the
participant is expected to satisfy an eligicompensation and the projection, undé?;’:‘;tci’;? gg‘r”y'zaerq:fa;:’rvlii%b%ft hr:g:‘ Ii'sie?r:;:rg]‘e
b|||ty_ requement for a partlcul_ar benefitrespective assumptions, of any other corﬁ;lo_mavy minimum of 2% of high 5-year average
that is being valued (e.g., subsidized earlyonents that would be used in the calculgpmpensation for each year the plan is top-heavy
retirement benefit) as of an expected septen of the benefit on the expected separ@mot exceeding 20%), as required under § 416(c).
ration date, the amounts in subparagrapti®n date. The portion of the projectedcompensation under the plan is limited to $100,000.
() and (b), and in paragraph (6) belowhenefit allocated to the current plan year iShe plan has been top-heavy only for the last 7
t be determined as if the employee haise projected benefit at the expected se ée-ars' Employee E has 10 years of service at the be-
mu_s . L ) ploy . proj T P P nning of the current plan year. E's compensation
satisfied the eligibility requirement. ration date divided by the number of yeargy that year is $30,000. The compensation is as-
(d) The portion of the projected benefif service the participant will have at sucBumed to increase at the rate of 5% compounded
allocated to prior plan years may not belate. The portion of such projected bengearly. The particular benefit being valued is the
less than the participant's actual accrueiit allocated to prior years of service is th&2ry rétirement benefit anticipated to commence at
benefit as of the beginning of the currenprojected benefit multiplied by a fraction the expected separation date 7 years in the future
] _g g _ | ) p ) y '(i.e., after completion of 17 years of service). At this
plan year. In addition, the benefit deterthe numerator of which is the number Okeparation date, the employee will be eligible for
mined as of the end of the current plagears of service at the beginning of thearly retirement, and will have projected compensa-
year in subparagraph (a)(i) above may ngan year, and the denominator of which iton of $40,202, and projected high 5-year average
be less than the participant's estimated athe number of years of service the particgompensation of $36,552. The allocated benefits

. . . _determined for Employee E at the beginning and end
crued benefit as of the end of the currergant will have at the expected separatiog} ;. plan year, and on the separation date, are

plan year. date. shown in the table below.
(6) For active participants, when valu- (7) The unfunded liability equals the

ing ancillary benefits that are not directljtotal accrued liability less the actuarial
related to the accrued retirement benefitjalue of plan assets. All present values are
the projected benefit related to a particuladetermined as of the valuation date.

Determined As of the

Allocated Benefit Beginning of
Determined Under Plan Plan Year End of Plan Year Separation Date
(1) 1.3% Benefit Formula $5,226 $5,749 $8,885
(2) Top-Heavy Formula $5,1%37 $5,848 $7,316
(3) Allocated Benefit
(greater of (1) and (2)) $5,226 $5,848 $8,885
FOOTNOTES

1$5,226 = $40,202 x 1.3% x 10; $5,749 = $40,202 x 1.3% x 11
2$5,117 = $36,552 x 2.0% x 7; $5,848 = $36,552 x 2.0% x 8
3$8,885 = $40,202 x 1.3% x 17; $7,310 = $36,552 x 2.0% x 10

The benefit allocated to the current year is $62% the normal retirement benefit payable at the normal The benefit determined for Employee F, taking
($5,848- $5,226), and the benefit allocated to prioretirement date (the date Employee F reaches normato account only credited service through the begin-
years is $5,226. In this case, the projected benefit @tirement age). At normal retirement age, Employeeing of the current plan year under the plan’s benefit
the separation date is based on the 1.3% benefit fd¥-will have 20 years of service. Compensation is asermula is $860 (the greater of (a) $818 ((1% x
mula, and the current year’s benefit allocation of theumed to increase at a rate of 5% per year. Employ$26,000) + (1% x $27,170) + (1% x $28,665)), or
projected benefit results in an amount which i$’'s compensation was $28,665, $27,170, and $26,000) $860 (1% x $28,665 x 3)). Taking the amend-
based on the 1.3% benefit formula at the beginninfipr the prior year, the second prior year, and the thinhent into account, the projected benefit payable at
of the year and on the top-heavy formula at the engtior year, respectively. For valuation purposes, Enmormal retirement age is $8,637 ($860 + (1% x
of the year. ployee F's compensation for the current year is a$30,098 x 25.84), where 25.84 is the accumulation

(b) Example 2: Plan B is an accumulation plarsumed to be $30,098. During the preceding plan yearf $1 payable at the end of the year for 17 years de-
within the meaning of § 1.401(a)(4)-12. The benefiPlan B was amended effective on the first day of theermined at 5% interest). For purposes of allocating
formula under Plan B for each plan year is 1% ofurrent plan year to provide that with respect to athe projected benefit, changes in compensation as-
compensation for such year. The sum of the amoungsior plan years, the normal retirement benefit is upsumed for later plan years are not taken into account
for each of the years constitutes an employee’s bengated to the greater of the benefit actually accumurn accordance with the plan’s benefit formula. The
fit. The accrued benefit at any date under Plan B is thated as of the beginning of the current plan year drenefit allocated to the current plan year is $301
benefit payable at normal retirement age for the yeald®6 of the preceding year's compensation multiplied(860 + (1% x $30,098)) - 860).
of service to date. Employee F has 3 years of serviby the number of years of service prior to the begin- 02 Approval 2. Approval is granted
at the beginning of the year. The benefit being valueting of the current plan year. for a change in funding method to the
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level percent of compensation aggrega@nces of the amortization bases estabiary.
funding method described below. lished on account of funding waivers (ii) In the first year the method is

(1) This approval applies only to plansunder § 412(b)(2)(C), switchback to thaised, the allocated adjusted value of the
which provide for compensation-relatedegular funding standard under 8§ 412(bJassets for an active participant is calcu-
benefits. (2)(D), use of the shortfall method undetated by allocating the adjusted value of

(2) Under this method, the normal cos§ 1.412(c)(1)-2 of the regulations, and ththe assets in proportion to the present
is calculated in the aggregate as the natransition under § 1.412(c)(3)-2(d), minuwvalue of accrued benefits, or in propor-
mal cost accrual rate multiplied by the (iii) the credit balance (or plus thetion to the accrued liability determined
total compensation of all active partici-funding deficiency), if any, in the fundingunder one of the immediate gain funding
pants. standard account. methods described in subsection .01 or

(a) The normal cost accrual rate is .04 Approval 4. Approval is granted.08.

(i) the total present value of futurefor a change in funding method to the (iii) For years subsequent to the first
benefits of all participants and beneficialevel percent of compensation individuayear in which the method is used, the ad-
ries less adjusted assets, divided by aggregate funding method describefusted value of the assets is allocated to

(ii) the total, for all active participants, below. an active participant in the proportion
of the present value of the compensation (1) This approval applies only forthat
expected to be paid to each participant fgelans which provide for compensation-re- (A) the sum of the allocated adjusted

each year of the participant's anticipatethted benefits. assets and calculated normal cost as of
future service, determined as of the par- (2) This approval does not apply if thehe valuation date for the prior year for
ticipant’s attained age. actuarial value of assets is less than thbat active participant bears to

(b) For this purpose, the adjusted agpresent value of benefits for inactive par- (B) the total of the amounts in (A) for
sets are equal to ticipants and beneficiaries, or if theall active participants.

(i) the actuarial value of the assetsamount in paragraph (3)(b)(i) is less than .05 Approval 5. Approval is granted
plus zero. for a change in funding method to the

(if) the sum of the outstanding bal- (3) Under this method, the normal coskevel dollar individual aggregate funding
ances of the amortization bases estals the sum of the individual normal costsnethod described below.

lished on account of funding waiversfor each active participant. (1) This approval does not apply if the
under § 412(b)(2)(C), switchback to the (a) The normal cost for an active paractuarial value of assets is less than the
regular funding standard under § 412(b)tcipant is present value of benefits of inactive par-

(2)(D), use of the shortfall method under (i) the present value of future benefitdicipants and beneficiaries, or if the
§ 1.412(c)(1)-2, and the transition undefor the participant, less allocated adamount in paragraph (2)(b)(i) is less than
§ 1.412(c)(3)-2(d), minus justed assets, divided by zero.

(iif) the credit balance (or plus the (ii) the ratio of (A) the present value (2) Under this method, the normal cost
funding deficiency), if any, in the funding of the compensation expected to be paid the sum of the individual normal costs
standard account. to the participant for each year of thdor each active participant.

.03 Approval 3. Approval is grantedparticipant’s anticipated future service, (a) The normal cost for an active partic-
for a change in funding method to theletermined as of the participant’s atipantis
level dollar aggregate funding method detained age, to (B) the participant’s cur- (i) the present value of future benefits
scribed below. rent compensation. for the participant less allocated adjusted

(1) Under this method, the normal cost (b) For this purpose, allocated adassets, divided by
is calculated in the aggregate as the ngusted assets are calculated as follows: (i) the present value of an annuity of
mal cost per active participant multiplied (i) First, the adjusted value of the as$1 per year for every year of the partici-

by the number of active participants. sets is equal to: pant’s anticipated future service, deter-
(a) The normal cost per active partici- (A) the actuarial value of the assetsmined as of the participant’s attained age.
pant is plus (b) For this purpose, allocated adjusted

(i) the total present value of future (B) the sum of the outstanding bal-assets are calculated as follows:
benefits of all participants and beneficiaances of the amortization bases estab- (i) First, the adjusted value of the assets
ries, less adjusted assets, divided by lished on account of funding waiverss equal to:

(ii) the total, for all active participants,under § 412(b)(2)(C), switchback to the (A) the actuarial value of the assets, plus
of the present value of an annuity of $Xegular funding standard under § 412 (B) the sum of the outstanding balances
per year for every year of a participant’{b)(2)(D), use of the shortfall methodof the amortization bases established on
anticipated future service, determined agnder § 1.412(c)(1)-2, and the transitiomccount of funding waivers under
of the participant’s attained age. under § 1.412(c)(3)-2(d), minus 8§ 412(b)(2)(C), switchback to the regular

(b) For this purpose, the adjusted as- (C) the credit balance (or plus thdunding standard under 8§ 412(b)(2)(D),
sets are equal to funding deficiency), if any, in the fund-use of the shortfall method under

(i) the actuarial value of the assetsing standard account, minus § 1.412(c)(1)-2, and the transition under
plus (D) any liabilities retained by the plan § 1.412(c)(3)-2(d), minus

(if) the sum of the outstanding bal-for any inactive participant or benefi- (C) the credit balance (or plus the fund-
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ing deficiency), if any, in the funding stan-plan year, plus the normal cost for the .08 Approval 8. Approval is granted
dard account, minus prior plan year (the result adjusted witlfor a change in funding method to the
(D) any liabilities retained by the planappropriate interest to the valuation date)evel percent of compensation individual
for any inactive participant or beneficiary. minus the actual contribution(s) for theentry age normal funding method de-
(i) In the first year the method is usedprior plan year (adjusted with appropriatescribed below.
allocated adjusted assets for an active panterest to the valuation date), and (1) This approval does not apply if the
ticipant is calculated by allocating the ad- (ii) the unfunded liability is further in- alternative minimum funding standard ac-
justed value of the assets in proportion toreased (or decreased) by the amount obunt is used at any time within the 5-year
the present value of accrued benefits, or mny base established on the valuation dgperiod commencing with the first day of
proportion to the accrued liability deter-which results from a plan amendment or the plan year for which the change is
mined under one of the immediate gaichange in assumptions. Such bases arade.
funding methods described in subsectioamortized over the period(s) described in (2) This approval applies only for plans
.01 or .09. 8§ 412(b)(2)(B) or § 412(b)(3)(B), as ap-which provide for compensation-related
(iii) For years subsequent to the firsplicable. benefits.
year in which the method is used, the ad- .07 Approval 7. Approval is granted (3) Under this method, the normal cost
justed value of the assets is allocated to dar a change in funding method to thas the sum of the individual normal costs
active participant in the proportion that  level dollar frozen initial liability funding for all active participants. For an active
(A) the sum of the allocated adjusted asnethod described below. participant, the normal cost is the partici-
sets and calculated normal cost as of the (1) Under this method, the normal cospant’s normal cost accrual rate, multiplied
valuation date for the prior year for that acis calculated in the aggregate, for everly the participant’s current compensation.
tive participant bears to year the method is used including the (a) The normal cost accrual rate equals
(B) the total of the amounts in (A) forfirst, as the normal cost per active partici- (i) the present value of future benefits
all active participants. pant multiplied by the number of activefor the participant, determined as of the
.06 Approval 6. Approval is grantedparticipants. participant’s entry age, divided by
for a change in funding method to the (a) The normal cost per active partici- (ii) the present value of the compensa-
level percent of compensation frozen inipant is tion expected to be paid to the participant
tial liability funding method described (i) the total present value of future benfor each year of the participant’'s antici-
below. efits of all participants and beneficiariepated future service, determined as of the
(1) This approval applies only for plandess the sum of the actuarial value of agparticipant’s entry age.
which provide for compensation-relatedsets and the unfunded liability, divided by (b) In calculating the present value of
benefits. (ii) the total, for all active participants, future compensation, the salary scale
(2) Under this method, the normal cosbf the present value of an annuity of $Inust be applied both retrospectively and
is calculated in the aggregate, for everper year for every year of a participant'grospectively to estimate compensation in
year the method is used including thanticipated future service, determined agears prior to and subsequent to the valua-
first, as the normal cost accrual rate multief the participant’s attained age. tion year based on the compensation used
plied by the total compensation of all ac- (b) As of the date of change, the unfor the valuation.
tive participants. funded liability is set equal to the unfunded (c) The accrued liability is the sum of
(a) The normal cost accrual rate is accrued liability determined under the levelhe individual accrued liabilities for all
(i) the total present value of future bendollar individual entry age normal fundingparticipants and beneficiaries. A partici-
efits of all participants and beneficiarieamethod described in subsection .09. pant’s accrued liability equals the present
less the sum of the actuarial value of as- (c) For years subsequent to the plamalue, at the participant’s attained age, of
sets and the unfunded liability, divided byyear of the change in method, the unfuture benefits less, the present value at
(ii) the total, for all active participants, funded liability equals the participant’s attained age of the indi-
of the present value of the compensation (i) the unfunded liability for the prior vidual normal costs payable in the future.
expected to be paid to each participant fgrlan year, plus the normal cost for thé\ beneficiary’s accrued liability equals
each year of the participant’'s anticipategrior plan year (the result adjusted witlthe present value, at the beneficiary’s at-
future service, determined as of the pamappropriate interest to the valuation datejained age, of future benefits. The un-

ticipant’s attained age. minus the actual contribution(s) for thefunded accrued liability equals the total
(b) As of the date of change, the unprior plan year (adjusted with appropriateccrued liability less the actuarial value of
funded liability is set equal to the un-interest to the valuation date), and assets.

funded accrued liability determined under (ii) the unfunded liability is further in-  (d) Under this method, the entry age
the level percentage of compensation ircreased (or decreased) by the amount o$ed for each active participant is the par-
dividual entry age normal funding methodany base established on the valuation datieipant’s age at the time he or she would
described in subsection .08. which results from a plan amendment or have commenced participation if the plan

(c) For years subsequent to the plaohange in assumptions. Such bases drad always been in existence under cur-
year of the change in method, the unamortized over the period(s) described irent terms, or the age as of which he or
funded liability equals 8§ 412(b)(2)(B) or § 412(b)(3)(B), as ap-she first earns service credits for purposes

(i) the unfunded liability for the prior plicable. of benefit accrual under the current terms
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of the plan. Alternatively, the entry agehe average value as defined inf the prior method for valuing ancillary
may be determined as the age at the valf§-1.412(c)(2)-1(b)(7) (which does notbenefits had been the one-year term
ation date next following the time de-have a phase-in), or to any alternative fomethod. For this purpose, ancillary bene-
scribed in the preceding sentence. mulation that is algebraically equivalenfits are defined in § 1.412(c)(3)-1(f)(2)
.09 Approval 9. Approval is grantedto this average value. The asset value dand include pre-retirement death and dis-
for a change in funding method to theéermined under the method will be adability benefits.
level dollar individual entry age normaljusted to be no greater than 120% and no .15 Approval 15. Approval is granted
funding method described below. less than 80% of the fair market value ddor a change in asset valuation method to
(1) This approval does not apply if thefined in § 1.412(c)(2)-1(c). the smoothed market value (without
alternative minimum funding standard ac- For example, under 8 1.412(c)-phase-in) described below, or to any alter-
count is used at any time within the 5-yeaf2)-1(b)(7), if the averaging period is fivenative formulation that is algebraically
period commencing with the first day ofyears, the average value is based on tkequivalent to this smoothed value. The
the plan year for which the change ifair market value of assets in the currerdsset value determined under the method
made. year and the adjusted values of assets faiill be adjusted to be no greater than
(2) Under this method, the normal costhe prior four years as provided in120% and no less than 80% of the fair
is the sum of the individual normal costg 1.412(c)(2)-1(b)(8). An alternative for-market value defined in § 1.412(c-

for all active participants. mulation which is algebraically equiva-(2)-1(c).
(a) For an active participant, the indident to this method is one in which the av- Under this method, the actuarial value
vidual normal cost equals erage value of assets is equal to the faif assets is equal to the market value of

(i) the present value of future benefitsnarket value on the valuation date, minuassets less a decreasing fraction (i.e.,
for the participant, determined as of th&ecreasing fractions (4/5, 3/5, 2/5 and 1/%n-1)/n, (n-2)/n, etc., where n equals the
participant’s entry age, divided by in this example) of the appreciation anchumber of years in the smoothing period)

(ii) the present value of an annuity ofdepreciation of the assets in each of thaf the gain or loss for each of the preced-
$1 per year for every year of the particifour preceding years. The stated averagag n-1 years. The stated smoothing pe-
pant’s anticipated future service, detering period may not exceed five (5) plarriod may not exceed five (5) plan years.
mined as of the participant’s entry age. years. Under this method, a gain or loss for a

(b) The accrued liability is the sum of .12 Approval 12. Approval is grantedyear is determined by calculating the dif-
the individual accrued liabilities for all for a change in asset valuation method terence between the expected value of the
participants and beneficiaries. A particithe average value (as defined irmassets for the year and the market value of
pant’s accrued liability equals the preser§ 1.412(c)(2)-1(b)(7)), modified to usethe assets at the valuation date. The ex-
value, at the participant’s attained age, dhe phase-in described below, or to any apected value of the assets for the year is
future benefits, less the present value &rnative formulation that is algebraicallythe market value of the assets at the valua-
the participant’s attained age of the indiequivalent to this average value. The ass&bn date for the prior year brought for-
vidual normal costs payable in the futurevalue determined under the method wilvard with interest at the valuation interest
A beneficiary’s accrued liability equalsbe adjusted to be no greater than 120%ate to the valuation date for the current
the present value, at the beneficiary’s agnd no less than 80% of the fair markegear plus contributions minus disburse-
tained age, of future benefits. The unvalue defined in § 1.412(c)(2)-1(c). ments (i.e., benefits and expenses), all ad-
funded accrued liability equals the total In the first year this method is used, th@usted with interest at the valuation rate to
accrued liability less the actuarial value ofiverage value is calculated as in Approvahe valuation date for the current year. If
the plan assets. 11, except that the adjusted values for alhe expected value is less than the market

(c) Under this method, entry age usebfut the most recent prior year are replacedalue, the difference is a gain. Con-
for each active participant is the particiby the adjusted value for the most recentersely, if the expected value is greater
pant’s age at the time he or she wouldrior year. In the second year, the averagban the market value, the difference is a
have commenced participation if the plams calculated as in Approval 11, exceploss.
had always been in existence under cuthat the values for all but the most recent For example, if the smoothing period is
rent terms, or the age as of which he dwo prior years are replaced by the adive years, the actuarial value of the assets
she first earns service credits for purposgssted value for the second most recentill be the market value of the plan’s as-
of benefit accrual under the current termprior year. This process is continued untisets, with gains subtracted or losses added
of the plan. Alternatively, the entry agevalues for all prior years in the averagingt the rates described as follows:
may be determined as the age at the valperiod are phased in. The stated averagiiiiy 4/5 of the prior year’s gain or loss
ation date next following the time de-period may not exceed five (5) plan yeargii) 3/5 of the second preceding year’s
scribed in the preceding sentence. .13 Approval 13. Approval is grantedgain or loss

.10 Approval 10. Approval is grantedfor a change in the valuation date to théii) 2/5 of the third preceding year’s gain
for a change in asset valuation method tay that is the first day of the plan year. or loss
fair market value as defined in .14 Approval 14. Approval is granted(iv) 1/5 of the fourth preceding year’s
§ 1.412(c)(2)-1(c). to change the funding method used fogain or loss

.11 Approval 11. Approval is grantedvaluing ancillary benefits to the funding .16 Approval 16. Approval is granted
for a change in asset valuation method tmethod used to value retirement benefitéor a change in asset valuation method to
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the smoothed market value (with phasesection 3.09 (only if the normal cost for achange to the aggregate funding method
in) described below, or to any alternativgarticipant is determined as a level dolladescribed in section 3.02 (if the normal
formulation that is algebraically equiva-amount under the plan’s method) or in proeost under the plan’s method is deter-
lent to this smoothed value. The assegiortion to the allocated adjusted assetnined as a level percent of compensa-
value determined under the method wilprior to the reallocation. For this purposetion), or section 3.03 (if the normal cost
be adjusted to be no greater than 120%xcess assets are defined as the excessjntler the plan’s method is determined as
and no less than 80% of the fair markedny, of the assets currently allocated to theelevel dollar amount).
value defined in § 1.412(c)(2)-1(c). participant over the present value of the (4) If a plan uses an individual aggregate
In the first year this method is used th@articipant’s future benefits. funding method and the actuarial value of
actuarial value of assets is equal to the (2) If a plan uses a spread gain fundinglan assets is less than the present value of
market value as of the valuation date. Imethod which establishes an initial unbenefits for inactive participants and bene-
each subsequent year, the smoothed valfueded liability using an immediate gainficiaries, or if the actuarial value of the as-
is calculated in the same manner as in Afunding method (e.g., frozen initial liabil- sets, plus the sum of the outstanding bal-
proval 15, except that the only gains oity or attained age normal), and the norances of the amortization bases established
losses recognized are those occurring imal cost and/or unfunded liability be-on account of funding waivers under
the year of the change and in later yearsome(s) negative, then, in the case whe&412(b)(2)(C), switchback to the regular
The stated smoothing period may not exhe normal cost under the plan’s method if&nding standard under § 412(b)(2)(D), use
ceed five (5) plan years. determined as a level percentage of conof the shortfall method under § 1.412-
.17 Approval 17. Approval is grantedpensation, approval is granted to reestae)(1)—2, and the transition under
for a change in asset valuation method tish the unfunded liability under the fund-8 1.412(c)(3)-2(d), minus the credit bal-
the average value (as defined in 8§ 1.412ag method described in section 3.01 i&nce (or plus the funding deficiency), if
(c)(2)-1(b)(7)), modified to use the alterthe unfunded liability was originally es-any, in the funding standard account, minus
native phase-in as described below, or tablished under the unit credit method, oany liabilities retained by the plan for any
any alternative formulation that is alge-under the funding method described imactive participant or beneficiary is less
braically equivalent to this average. Theection 3.08 if the unfunded liability wasthan zero, approval is granted to change to
asset value determined under the methatiginally established under the entry agéhe aggregate funding method described in
will be adjusted to be no greater thamormal method. See Rev. Rul. 81-213ection 3.02 (if the normal cost under the
120% and no less than 80% of the fait981-2 C.B. 101, regarding whether @lan’s method is determined as a level per-
market value defined in § 1.412-funding method is a spread gain fundingent of compensation), or section 3.03 (if
(c)(2)-1(c). method or an immediate gain fundinghe normal cost under the plan’s method is
In the first year this method is used, thenethod. In the case where the normal codetermined as a level dollar amount).
actuarial value of assets is equal to thender the plan’s method is determined as (5) If a plan provides that no participant
market value. In the second year, the aw level dollar amount, approval is grantedhay accrue a benefit as of a date that is no
erage value is calculated in the same mate reestablish the unfunded liability undetater than the first day of the plan year, ap-
ner as in Approval 11, except that the awhe funding method described in sectioproval is granted to change to the unit
eraging period is two years. In the third.01 if the unfunded liability was origi- credit method described in section 3.01.
year, the average value is calculated in theally established under the unit credit .02 Approval for Change in Funding
same manner as in Approval 11, excephethod, or under the funding method deMethod for Fully Funded Terminated
that the averaging period is three yearscribed in section 3.09 if the unfunded liaPlans.
This process continues until the stated awility was originally established under the (1) For a plan year during which a plan
eraging period (not to exceed five yearsgntry age normal method. If the reestalis terminated, the funding method may be
is reached. lished unfunded liability is less than zerochanged to a method described in para-
approval is granted to change to the agraph (2) provided that the conditions set
gregate funding method described in sederth in paragraph (3) are satisfied. As
tion 3.02 (if the normal cost under thepart of the change in method, the valua-
plan’'s method is determined as a levelon date may be changed to the date of
(1) If a plan uses an individual aggregat@_ercent of compensation), or section 3.0&rmination or the first d?_;\y of the plan
funding method and an individual normafif the n_ormal co_st under the plan’syear, and the asset valuation method may
cost becomes negative for a participan[T‘EthOd is determined as a level dollabe changed to value plan assets at fair
approval is granted to re-allocate excednount). ‘market value. o
assets to other participants in proportion to (3) If a plan thaj[ uses a _spread gain (2_) A_method is described in this sub-
the present value of accrued benefits, or andlng methqd v_v_hlch gstablls_hes an |n|§ect|on if the normal cost for the plan year
proportion to the accrued liability deter-t'al_ unfunded liability using an |mme_d|_a_te!s th_e present value of the benefits accru-
mined under the immediate gain fundin@@" funding method (e.g., frozen initialing in the plan year, and the accrued lia-
method described in section 3.01, sectigipbility or attained age normal), becomesility is the present value of the benefits
3.08 (only if the normal cost for a partici-fU”y funded Within_ the_ meaning of § 412-accrued as of th_e_first (jay o_f the plan year.
pant is determined as a level percent 4£)(6) (without taking into account § 412- (3) The conditions in this subsection

compensation under the plan’s methodfP)(n(A)(i)('))’ approval is granted to are satisfied if:

SECTION 4. SPECIAL APPROVALS

.01 Approvals to Remedy Unreason
able Allocation of Costs.
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(a) As of the date of termination, the (2) There has been a modification toules of 88 1.414(l)-1(h)(2), 1.414-
fair market value of the assets of the plathe computations in the valuation soft{l)-1(h)(3), and 1.414(I)-1(h)(4) apply in
(exclusive of contributions receivable) isware or a different valuation software sysdetermining whether a mergerde min-
not less than the present value of all beneem has been used. Examples of modifimis.
fit liabilities (whether or not vested), and cations to the computations in the (3) For the period from the beginning of

(b) if applicable, a timely notice of in- valuation software include a change fronthe plan year of the smaller plan to the date
tention to terminate was filed with thecommutation functions to direct calcula-of the merger, the charges and credits to
Pension Benefit Guaranty Corporatioriion of actuarial values, changes in théhe funding standard account for the
(PBGC). rounding conventions or changes to corsmaller plan are determined without regard

.03 Approval for Takeover Plans. rect errors or inefficiencies in the computo the merger. If that period is less than a

(1) Approval is granted by this para-tations. Examples of using a different valfull 12-month plan year, the charges and
graph for a change in funding methodiation software system include a changeredits to the funding standard account for
where all the conditions set forth in parain the spreadsheet software (e.g., Lotus 1he smaller plan for this period are ratably
graphs (2) through (4) are satisfied. 2-3 to Excel) or a change in the actuariaddjusted using the principles of Rev. Rul.

(2) There has been both a change in tisaftware vendor. 79-237, 1979-2 C.B. 190, in the same
enrolled actuary for the plan and a change (3) The underlying method is un-manner as if the date of the merger was the
in the business organization providing acchanged and is consistent with the infordate of plan termination of the smaller
tuarial services to the plan. mation contained in the prior actuariaplan. The deductible limit under § 404 for

(3) The method used by the new actwaluation reports and prior Schedules B afontributions to the smaller plan is deter-
ary is substantially the same as th&orm 5500. mined by treating the period from the be-
method used by the prior actuary, and is (4) The modification to the computa-ginning of the plan year to the date of
consistent with the information containedions in the valuation software or the use aherger as a short plan year and following
in the prior actuarial valuation reports o different valuation software system is dethe procedure set forth in section 5 of Rev.
prior Schedules B of Form 5500. Also, thesigned to produce results that are no leggoc. 87-27, 1987-1 C.B. 769. Schedule B
method used by the new actuary must keecurate than the results produced prior @f Form 5500 is filed for the smaller plan
applied to the prior year (using the asthe modification or change. for the period from the beginning of the
sumptions of the prior actuary) and the (5) The net charge to the funding stanplan year of the smaller plan to the date of
absolute value of each resulting differdard account for the year (or for the priothe merger. Any contributions made for the
ence in normal cost, accrued liability (ifyear) determined using the new softwarsmaller plan after the date of the merger,
directly computed under the method) andoes not differ from the net charge to théut not later than 8 1/2 months after the
actuarial value of assets, that is attribufunding standard account determined usindate of the merger, are credited to the fund-
able to the change in cost method, dogke old software (all other factors beingng standard account of the smaller plan
not exceed five percent (5%) of the reheld constant) by more than two percerfor this period. For purposes of applying

spective amounts calculated by the priof2%). § 4971(b) (but not § 4971(a)) with respect

actuary for that year. (6) A change in valuation software re-to the smaller plan, any funding deficiency
(4) The change in costs due to thquiring approval was not made for thehat existed for the smaller plan is consid-

change in method is treated in the samior plan year. ered corrected as of the date of merger.

manner as an experience gain or loss, un-(7) Section 4.04 (Approval for Takeover (4) If the valuation date for the larger
less the actuarial assumptions are beirfgJans) of this revenue procedure is not ajplan for the plan year in which the merger
changed, in which case the change iplicable to the change. occurs precedes the date of the merger, the
method is treated as part of the change in (8) The effect of the change in method isharges and credits to the funding standard
assumptions. treated in the same manner as an expeaecount for the larger plan for that plan
.04 Approval for Change in Valuationence gain or loss, unless the actuarial agear are determined without regard to the
Software sumptions are being changed, in whicmerger. Consequently, Schedule B of Form
(1) Approval is granted for a change ircase the effect of the change in method 8500 for the plan year of the larger plan in
method that results from a change in valureated as part of the effect of the change imhich the merger occurs is filed without
ation software where all the conditions sedssumptions. regard to the merger in such a case. Simi-
forth in paragraphs (2) through (8) are sat- .05 Approval forDe MinimisMergers larly, the deductible limit determined under
isfied. Note that certain changes in valua- (1) Approval is granted for a change ir8 404 with respect to the plan year of the
tion software may not constitute changesethod in connection with a merger delarger plan in which the merger occurs is
in funding method. For example, the upscribed in paragraph (2) where the procaletermined without regard to the merger.
date of the valuation software to incorpodures set forth in paragraphs (3) through (5) For the actuarial valuation of the
rate the actual social security taxable wag®) below are followed. larger plan as of the valuation date coinci-
base for the current year is not a change in (2) The merger involves the merger of @aent with or next following the date of the
funding method. Also, if all of the resultssmaller plan (within the meaning ofmerger, the funding method (including
of each specific computation are the sanm@ 1.414(1)-1(h)(1)) and a larger planasset valuation method) used is that for
after the change in valuation software(within the meaning of § 1.414(I)-1(h)(1)).the larger plan, and the funding method
there is no change in funding method.  For purposes of this paragraph (2), théncluding asset valuation method) used
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for the smaller plan is disregarded. Théin all respects) is used for each of the twoer that the unfunded liability was origi-
charges and credits to the funding starplans, the asset valuation method of theally determined for the ongoing plan.
dard account for the larger plan are detemerged plan is that method. If the sam&herefore, the amortization base estab-
mined by treating the net effect of theasset valuation method (in all respects) isshed pursuant to the rules of section
change in assets and liabilities due to theot used for each of the two plans (for ex5.01(2) will reflect any change of actuarial
merger in the same manner as any othample, the smoothing period is threassumptions and methods. For purposes of
gain or loss experienced by the largeyears for one of the plans and five yearthis paragraph, a spread gain method is any
plan. Consequently, any amortizatiorior the other plan), the asset valuatiomethod that does not directly calculate an
bases, credit balances, or funding defimethod used for the merged plan must keccrued liability. See Rev. Rul. 81-13 for
ciencies with respect to the smaller plaan asset valuation method described whether a funding method directly calcu-
are disregarded for purposes of applyingection 3. lates an accrued liability.

8§ 412 and § 4971 with respect to the (9) If the funding method (without re- (13) If the date of the merger is the last
larger plan. gard to the asset valuation method) usethy of the plan year, the minimum fund-

.06 Approval for Certain Mergers Withfor each of the two plans is the same, thang standard under 8 412 and the de-
Same Plan Year And Merger Date of Firsfunding method is continued for the plarductible limit under § 404 for each of the
or Last Day of Plan Year after the merger. If the funding methodblans for the plan year in which the

(1) Approval is granted for a change ifwithout regard to the asset valuatiomerger occurs are determined without re-
method that results from a merger of onmethod) used for each of the two plans igard to the merger. Consequently, sepa-
plan with another plan in a given plamot the same, then the funding methotate Schedules B of Form 5500 are filed
year where all the conditions set forth irused for the ongoing plan is continuedor the plans for the plan year in which the
paragraphs (2) through (6) are satisfiedfter the merger. For this purpose, the omerger occurs without regard to the
and the procedures set forth in paragraplgeing plan is the plan as designated by thmerger in such a case. Any contribution
(7) through (13) are followed. plan administrator (within the meaning offor the plan year that is made to the trust

(2) The merger is not de minimis § 414(g)), whose name and plan numbexfter the date of the merger may be cred-
merger within the meaning of 8§ 1.414will continue to be reported on Scheduléted on either of the Schedules B provided
(H-21(h). B of Form 5500 for years after thethat the contribution is made for such plan

(3) The funding method (without re-merger. The funding method used for thevithin the period described in § 412-
gard to the asset valuation method) usegalan which is not the ongoing plan is dis{c)(10). For the plan year following the
for each of the plans is a method deregarded. plan year in which the merger occurs, the
scribed in section 3. (10) An experience gain or loss is deminimum funding standard and the de-

(4) Both plans have the same plan yedermined separately for each of the twaluctible limit are determined for the plan
and a valuation date that is either the firgilans, for the period prior to the date o&fter the merger by following the proce-
or last day of the plan year. the merger, without regard to the mergedures set forth in paragraphs (8), (9), (10),

(5) The date of the merger is either thand any associated changes (i.e., changd4) and (12) above as if the merger oc-
first day of the plan year or the last day oin funding method, actuarial assumptions;urred on the first day of such following
the plan year of the two plans. or plan benefits). The preceding sentengaan year.

(6) In a case in which the date of thapplies only to the extent that an experi- .07 Approval for Certain Mergers With
merger is the first day of the plan yeargnce gain or loss would have been detefransition Period No More Than 12
neither plan has a funding deficiency fomined under the methods used for th®lonths
the prior plan year. In a case in which thelans prior to the merger. (1) Approval is granted for a change in
date of the merger is the last day of the (11) All amortization bases that weremethod that results from a merger of one
plan year, neither plan has a funding defimaintained for the two plans continue tglan with another plan where all the con-
ciency for the plan year of the mergebe maintained for the merged plan to thditions set forth in paragraphs (2) through
(after taking into account contributionsextent they would be maintained unde(7) are satisfied, and the procedures set
made after the date of the merger as prthe funding method used for the mergetbrth in paragraphs (8) through (15) are
vided in paragraph (13) below). plan. The credit balances, if any, of eacfollowed.

(7) If the date of the merger is the firsof the two plans from the prior year are (2) The merger is not de minimis
day of the plan year, the minimum fund-carried forward to the current plan yeamerger within the meaning of § 1.414-
ing standard of § 412 and the deductibland combined. (N=1(h).
limit of 8 404 are determined for the (12) If an unfunded liability is deter- (3) The funding method (without re-
merged plan for the entire plan year imined under the funding method used fogard to the asset valuation method) used
which the merger occurs in the mannethe ongoing plan, it must be determineflior each of the plans is a method de-
provided in paragraphs (8), (9), (10), (11)after any change in actuarial assumptiorscribed in section 3.
and (12) below. Consequently, for theand methods (including a change in asset(4) Each of the plans, prior to the
plan year in which the merger occursyaluation method pursuant to paragrapimerger, had a valuation date that was the
only one Schedule B of Form 5500 ig8)). In the case of such a funding methofirst day of the plan year.
filed for the merged plan in such a case. that is a spread gain method, the unfunded (5) The plans do not have the same plan

(8) If the same asset valuation methotiability is redetermined in the same manyear, or, if both plans have the same plan
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year, the date of the merger is not the firsthich the merger occurs is determined iated changes (i.e., changes in funding
day or the last day of the plan year. steps. In the first step the funding stammethod, actuarial assumptions, or plan

(6) The period from the first day of thedard account for the ongoing plan is debenefits). The preceding sentence applies
plan year of the plan that is not the ongaermined without regard to the merger. lonly to the extent that an experience gain
ing plan to the end of the plan year of théhe second step, charges and credits attribr loss would have been determined under
ongoing plan (as defined in sectiorutable to the plan that is not the ongointhe methods used for the plans prior to the
4.06(9) above) in which the merger takeplan are determined for the interim perioanerger.
place (the “transition period”) does notas described in paragraph (9) above. In (13) All amortization bases that were
exceed 12 months. the third step the charges and credits fromaintained for the two plans continue to

(7) The ongoing plan does not have the first two steps are combined in a marbe maintained for the ongoing plan to the
funding deficiency for the prior plan year,ner similar to the treatment for separatextent they would be maintained under
and the plan that is not the ongoing plaplans under 8 413(c)(4)(A) except that théhe funding method used for the ongoing
does not have a funding deficiency for theredit balance or funding deficiency forplan. If an unfunded liability is deter-
short plan year described in (8) below. each plan at the end of the year are comained under the funding method used for

(8) For the period from the beginningbined to determine an overall credit balthe ongoing plan, it must be determined
of the plan year of the plan that is not thance or funding deficiency. Schedule Bafter any change in actuarial assumptions
ongoing plan to the date of the mergeof Form 5500 is filed for the ongoing planand methods (including a change in asset
(the “short plan year”), the charges andbr the plan year in which the merger ocvaluation method pursuant to paragraph
credits to the funding standard account fazurred with the combined entries to th€12)). In the case of a funding method
such plan are determined without regartunding standard account as describetthat is a spread gain method, the unfunded
to the merger. For the short plan year, thebove. The other entries on the Scheduliability is redetermined in the same man-
charges and credits to the funding starB (e.g. lines dealing with accrued liabil-ner that the unfunded liability was origi-
dard account for that plan are ratably adty) should be those for the ongoing plamally determined for the ongoing plan.
justed using the principles of Rev. Rulwithout regard to the merger. Therefore, the amortization base estab-
79-237 in the same manner as if the date (11) For the plan year of the ongoindished pursuant to the rules of section
of the merger was the date of plan termiplan following the plan year in which the5.01(2) will reflect any change of actuar-
nation of that plan, and a Schedule B afherger occurs the funding method for théal assumptions and methods. For pur-
Form 5500 is filed for the short plan yearongoing plan is determined in accordancposes of this paragraph, a spread gain
Any contributions made for that plan aftewith the rules set forth in paragraphs (11)nethod is any method that does not di-
the date of the merger, but not later than @2), and (13). If the same asset valuatiaorectly calculate an accrued liability. See
1/2 months after the date of the mergemethod (in all respects) is used for each &lev. Rul. 81-13 for whether a funding
are credited to the funding standard adhe two plans, the asset valuation methasiethod directly calculates an accrued lia-
count of that plan for the short plan year. of the merged plan is that method. If théility.

(9) Charges and credits attributable tsame asset valuation method (in all re- (14) The deductible limit under § 404
the plan that is not the ongoing plan for thepects) is not used for each of the twéor the plan that is not the ongoing plan
period, if any, from the date of the mergeplans (for example, the smoothing periodor the short plan year is determined,
to the end of the plan year of the ongoing three years for one of the plans, andithout regard to the merger, following
plan (the “interim period”) are determinedfive years for the other plan), the assdhe procedures set forth in section 5 of
without regard to the merger as set forth imaluation method used for the merge®ev. Proc. 87-27. The deductible limit
this paragraph. Accordingly, the chargeplan must be an asset valuation methaghder § 404 for the plan that is the ongo-
and credits are determined based upon thdescribed in section 3. If the fundingng plan is determined for the plan year in
funding method, actuarial assumptionanethod (without regard to the asset valuavhich the merger occurs as the sum of the
and valuation results used for purposes ¢ifon method) used for each of the twdimit determined for the plan without re-
paragraph (8) above, and are ratably aglans is the same, that funding method igard to the merger plus the limit deter-
justed to reflect the length of the interimcontinued for the plan after the merger. Ifined with respect to the plan that is not
period. Such charges and credits shouttie funding method (without regard to thehe ongoing plan for the interim period
include interest to reflect the period fromasset valuation method) used for each dfescribed in paragraph (9) above.
the valuation date (of the plan that is nathe two plans is not the same, then the (15) If the date of the merger is the first
the ongoing plan) to the date of the mergefunding method used for the ongoing plawlay of the plan year of the ongoing plan,
as well as interest for the interim periodis continued after the merger. The fundthe minimum funding standard and the
The credit balance, if any, at the end of themg method used for the plan which is notleductible limit under § 404 are deter-

short plan year described in paragraph (8pe ongoing plan is disregarded. mined under this paragraph (15). The
above is carried forward to the beginning (12) An experience gain or loss is deminimum funding standard and de-
of the interim period. termined separately for each of the twauctible limit under § 404 are determined

(10) Unless the date of the merger iplans, for the period prior to the valuatiorfor the short plan year as described in
the first day of the plan year of the ongodate for the plan year following the plarmparagraphs (8) and (14) above as if the
ing plan, the funding standard account foyear in which the merger occurred, withmerger occurred on the last day of the
the ongoing plan for the plan year inout regard to the merger and any assogireceding plan year of the ongoing plan.
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However, as there is no interim periodsult, a credit balance of $4,150 ($10,295 lesmethod that is otherwise described in
the calculations described in paragraph$:145) is reported on the Schedule B as of April lsection 4.07 (except that the transition

001. . . . .
(9) and (10) are not made. Instead, tHe (g) For Plan B, the minimum funding standarcPe”Od described in section 4.07(6) ex-

minimum funding standard and de+o, the plan year beginning July 1, 2000, is deterC®€€ds 12 months) if the procedures set
ductible limit under § 404 for the planmined in steps as described in paragraph (1dprth in paragraphs (2) through (6) are
year of the merger will fully reflect the above. followed. If, however, the date of the

merger in the manner described in para-_ First. the minimum funding standard is determarger js the first day of the plan year of

mined for Plan B without regard to the merger usin . .
graphs (11), (12), and (13). the July 1, 2000, actuarial valuation, Thus, the nc)?_he ongoing plan, the merger is treated as

(16) The following example illustrates y1 cost would be $8,000, the amortization Charggccurring on the day before the first day
the application of this subsection. would be $11,428, and interest on these amoun@f the plan year of the ongoing plan. In

(a) Plan Ahas a plan year that begins on Octqusing the 8 percent interest rate) would be $1,554uch a case, the length of the transition
ber 1 and ends on the following September 30. Thand the total charges would be $20,982. The Cre‘jiﬁeriod would be less than 12 months. and
valuation date for Plan A is October 1, the first daywithout regard to employer contributions) would - '
of the plan year. be the credit balance of $19,000 plus interest (attepe rules of SeCtIO_n 4.07 apply. L

(b) Plan B has a plan year that begins on July gercent) of $1,520 for total credits of $20,520. Ac- (2) For the period from the bgglnnmg
and ends on the following June 30. The valuationordingly, Plan B would have a funding deficiencyof the plan year of the plan that is not the
date for Plan B is July 1, the first day of the plarof $462 ($20,982 minus $20,520) if there were n@ngoing plan to the date of the merger

year. employer contributions and the merger was disre(the “short plan year”), the charges and

(c) Plan A'is merged into Plan B on April 1, garded. - ;
2001. Second, charges and credits attributable to Pla(%redlts to the fundlng standard account

(d) An actuarial valuation was made with re-A are determined for the interim period (from April TOF that plan are determined without re-
spect to Plan A as of October 1, 2000, for the plam, 2001 (the date of the merger) to June 30, 2003ard to the merger. For the short plan
year commencing October 1 ZOQO, usipg the ent_r(;the end of the plan year of the ongoing plan ityear, the charges and credits to the fund-
s actuaral value of the aseets cetormined using hermal contof 5167 (342 of 55,000 adiused fol 9, SLandard account for that plan are rat-
smoothing method described in section 3.15. Thene half years intérest at6 perceni), an amortizatio‘[;;llbly adJUSted_ using the principles of Rev'
valuation interest rate for Plan A is 6 percent. Theharge of $1,786 (3/12 of $6,938 adjusted for on&RUl. 79-237 in the same manner as if the
relevant valuation results are as follows: the normadalf years interest at 6 percent), plus interest of $48ate of the merger was the date of plan
cost equals $5,000; the u_nfunded accrued Iiabil_ityfor the interim period at 6 percent) for total chargetermination of that plan, a Schedule B of
Jear equals $10,000; the amerization chargesoniibutions) consiet of e credit baiance of 01 3200 1S filed for that plan for the
equals $6,938; and the outstanding balance of am@4,150 (from the Schedule B for the short plan yeasrhort plan year. Any contributions made
tization bases equal $60,000. Plan A has no utrom October 1, 2000, to April 1, 2001) plus interestO! that plan after the date of the merger,
funded current liability. No contribution was made(at 6 percent for the interim period) of $61 for totabut not later than 8 1/2 months after the
to Plan A for the short plan year from October 1credits of $4,211. Accordingly, for the interim pe-date of the merger, are credited to the
2000, through April.l, 2001.' _ riod from April 1_, 200‘l, to June 30, 2001, thefunding standard account of that plan for

(e) An actuarial valuation was made with recharges and c_redlts attributable to Plan A would "%he short plan vear
spect to Plan B as of July 1, 2000, for the plan yeault in a credit balance of $1,093 (the excess ob P year. . .
commencing July 1, 2000, using the entry age nog4,211 over $3,118) if there were no employer con- (3) Charges and credits attributable to
mal method as described in section 3.08 with the agibution and the merger was disregarded. the plan that is not the ongoing plan for
tuarial value of the assets determir_led ‘as the fair mar- Third, the charges and credits for the first twahe period from the date of the merger to
Plan & 1 8 poreont The relevant valation resdnaing defiiency that were sepataten determineg & €1 Of the plan year of the plan that is
are as follows: the normal cost equals $8,000; that the end of the year are combined to determine glr?e ongomg_ plan (t_he “interim period”)
unfunded accrued liability equals $101,000; theverall credit balance or funding deficiency. Thus&€ determined without regard to the
credit balance from the prior year equals $19,00@8he charges reported on the 2000 Schedule B féherger as set forth in this paragraph (3).
the amortization charges equgl $1_1,428; and the olRlan B would consist of a normal cost of $9,287Accordingly, the charges and credits are
5120000, Pian B hs o Unfunded cunont Ty S13 214 (511,428 plus $1.760), merest charge gCLC ined based upon the funding

(f) For Plan A, the period from October 1, 2000$1,599, and total cF;larges of $24,100 ($2o,982g piybethod, actuarial assumptions, and valu-
to April 1, 2001, is treated as a short plan year fo$3,118). The credits reported on the 2000 Scheduf!ON results used for purposes of para-
purposes of § 412. The charges and credits to tiefor Plan B would consist of a prior year creditgl’aph (2) above.
funding standard are _determingd ba§ed upon the Gsalance of $23,150 ($19,000 plus $4,150), interest (a) For the period from the date of the
ihe merger and are ratably adjused 1o rofect e of $54.791 (850520 pius 84,210 The creat ST 10 the date that would have been
short plan year from October 1, 2000, to April 1balance re’ported on’the 2000 Schedule B as of Ju{nrt]ee end of the_ plan year of the plan that is
2001. A Schedule B of Form 5500 is filed for the30, 2001, would be $631 ($1,093 minus $462). Ot the ongoing plan had there been no
short plan year with the relevant entries for the fund-  (h) With the July 1, 2001, actuarial valuatonmerger (the “first partial period”), the
ing stand_ard account reported as follows: the r_10for Plan B, the funding method for the plan acharges and credits to the funding stan-
fon charoe is $3460 (112 tmes $6.935). and trvaril value of cre-assets determined using G20 account are determined by ratably
interest on the normal cost and amortization chargeethod described in section 3. An amortizationgc_1JLIStIng the charges and credits deter-
is $176 (for the period from October 1, 2000 base is established pursuant to section 5 to refie@dined under paragraph (2) above to re-
through April 1, 2001). Thus, the total charges aréhe change in funding method. flect the length of the first partial period.

$6,145. The credits to the funding standard account 08 Approval for Other Mergers With Such charges and credits should include
that are reported on the Schedule B are $10,295 “fransition Period More Than 12 Months interest to reflect the period from the val-

resenting the prior year credit balance of $10,00 . . . .
plus $2995 intefest fgr the short plan year. As a re- (1) Approvalis granted for a change iruation date (of the plan that is not the on-
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going plan) to the date of the merger, ay adding together the charges and credits First, the minimum funding standard is deter-
well as interest for the interim period. Theor the first and second partial periods deghined is determined for Plan B without regard to
credit balance at the end of the short plascribed in paragraph (3) above. In thg;i;?]ergrer:uis'tnh%tggr;a;}ucacgt%A’Iozuciglb’ea;;ugggl \t/ﬁg
year described in paragraph (2) above third step the charges and credits from thgortization ‘charge would be $11,428. the interest
carried forward to the beginning of thefirst two steps are combined in a manneash these amounts (using the 8 percent interest rate)
first partial period. similar to the treatment for separate plangould be $1,554, and the total charges would be

(b) For the period from the date thatinder § 413(c)(4)(A) except that theb20:982. The credits (without regard to employer
would have been the end of the plan yearedit balance or funding deficiency for;igtg'é’ouuons.) would be the credit balance of

. . , plus interest (at 8 percent) of $1,520 for

of the plan that is not the ongoing plareach plan at the end of the year are COM, credits of $20,520. Accordingly, Plan B would
had there been no merger to the end of tined to determine an overall credit balhave a funding deficiency of $462 ($20,982 minus
plan year of the ongoing plan in which thence or funding deficiency. Schedule B20,520) if there were no employer contributions
merger occurs (the “second partial pesf Form 5500 is filed for the ongoing planand the merger was disregarded. ,
riod”), the charges and credits to the fundfor the plan year in which the merger oc-PIa:eAccf’g:j'thceh?r:?:r?mar;ir?gzdgfofnreA(;fﬁeim'zngglfor
ing standard account are determinedurred with the combined entries t0 thye date of the merger) to December 31, 2001 (the
based upon the expected normal co$tinding standard account as describeghd of the plan year of the ongoing plan in which
amortization charge, and amortizatiormbove. The other entries on the Schedullee merger occurs)) by adding together the charges
credit from the valuation used for pur-B (e.g., lines dealing with accrued liabil-and credits for the first and second partial periods.
poses qf paragraph (2) above, and are rény_') should be those for the ongoing plalﬁ g:n::l? ég 2?2;'5%”&?’1?;;hSég%%S;czzz';zo:o?
ably adjusted to reflect the length of thevithout regard to the merger. one half years interest at 6 percent), an amortization
second partial period. Such charges and(5) For the plan year following thecharges of $3,572 (6/12 of $6,938, with one half
credits should include interest for the se@lan year in which the merger occurs thgears interest at 6 percent) plus interest of $275 (for
ond partial period. In addition, if the fund-funding method for the ongoing plan isthe period from April 1, 2001, to December 31,
ing method used for the plan that is notletermined in accordance with the rule 20115)6 (Irgfnctfg';scﬁggj:zt; igrfhgrzggrfz:gchegr
the ongoing plan is a funding method than paragraphs (11), (12), and (13) of S€Gom october 1, 2000, to April 1, 2001) plus interest
directly calculates an accrued liabilitytion 4.07. (at 6 percent for the period from April 1, 2001, to
within the meaning of Rev. Rul. 81-13, (6) The deductible limit under § 404December 31, 2001) of $185 for total credits of
an amortization base is developed to rder the plan that is not the ongoing plarp4336- For the second partial period, the charges
flect the gain or loss with respect tq assefs_r the short plan year is determin_ed;?j;tsitzgzisnn?hrgféggséf ;ﬁgizo((gllllzzogfggg%
for the short plan year by comparing thevithout regard to the merger, followingp,s 9/12 of $818) plus interest of $71 (which in-
expected and actual value of the asset$ie procedures set forth in section 5 dfiudes interest on 9/12 of $818 for the period from
For this purpose, the expected value dRev. Proc. 87-27. The deductible limi#pril 1, 2001, to December 31, 2001). As part of
the assets is computed as the market valuader § 404 for the plan that is the ongdhis calculation, an amortization base of $3,650 is
of the assets determined for purposes aig plan is determined for the plan year iriStgggghfg fp:ﬁp{eszzgtltqze?‘ifritirl‘zzs;;ozxg‘:é?ebder
paragraph (2), plus contributions madevhich the merger occurs as the sum of th@gets of $823,650 less actual assets of $820,000).
for the short plan year described in pardimit determined for the plan without re-The amortization charge for this base is $818.
graph (2), minus disbursements (i.e., bergard to the merger plus the limit deterThere are no amortization credits for the second
efit payments and expenses determinadined with respect to the plan that is ngtartial period. , _
on either an actual or expected basisjhe ongoing plan for the interim period. __1"'d: the charges and credits for the first two

. ) i . . . steps are combined except that the credit balance or
with all items adjusted for expected inter- (7) The following example illustrates ynging deficiency for each plan at the end of the
est at the valuation rate for the period tthe application of this subsection. Theear are combined to produce an overall credit bal-
the date of the merger. The actual valuiacts are the same as in the example #ance or funding deficiency. Thus, the charges re-
of the assets is set to the market value séction 4.07(16) except that the plan ye&erted on the 2001 Schedule B for Plan B would
the assets of the plan that is not the ongof Plan B is the calendar year and the va.g%nz';: (:)fljsnggmzaslOc)os;n?;i?zlﬁizfn(fﬁfgoeglz?
ing plan (that become part of the assets ohtion date is January 1, 2001. Additionaﬂgl}lm? ($11,42é plus ’$3,572 plus $2,347), interest
the ongoing plan) on the date of thdacts are that the market value of the asf $1,900 ($1,554 plus $275 plus $71) for total
merger. The amortization charge or credgets of Plan A as of the valuation date ofharges of $31,071. The credits reported on the
(whichever is the case) is determined foDctober 1, 2000, is $800,000, the marke(001 Schedule B (without regard to employer con-
such base and is ratably adjusted to refleealue of the assets of Plan A at the date § 3ugggsz$vlvguégob;ﬁspgzrlé%?r if};i?gs?illndcites ocff
the length of the interim period. the merger is $820,000, and there are RQ 705 ($1,520 plus $185), and total credits of

(4) The funding standard account fodisbursements expected from Plan A du24,856 . The funding deficiency reported on the

the ongoing plan for the plan year ining this period. 2001 Schedule B as of December 31, 2001, would
which the merger occurs is determined in (a) For Plan A, for the period from October 1,be $6,216 ($462 plus $5,753) if there were no em-
steps. In the first step the funding star?000. through April 1, 2001, is treated as a shofiloyer contributions for the plan year.

. . eplan year. The funding standard account for this pe-
dard account for the ongoing plan is d riod is determined as shown in section 4.07(16)(f).SECT|ON 5. GENERAL RULES

termined without regard to the merger. IRy, there is a credit balance of $4,150 as of tRELATING TO FUNDING METHODS
the second step, the funding standard aead of the short period.
count for the plan that is not the ongoinég (b) For Plan B, the minimum funding standard Approval for a change to any method in

p|an is determined for the interim perio or the plan year beginning January 1, 2001, is detethis revenue procedure does not app|y un-
mined in steps as described in paragraph (4) above.
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less the provisions of sections .01 throughases described in paragraph (1) must B@ange is effective that the plan adminis-
.03 are satisfied. maintained, and (b) all amortization basegator or plan sponsor agrees to the change
.01 Amortization Bases. other than those described in paragragh funding method. In the case of a spe-
(1) Continued Maintenance of Waiver(1) shall be considered fully amortized. cjal approval for a change in funding
Shortfall, Five-Year Alternative Switch- (3) Amortization Period. For any method described in section 4, other than
back, and Transition Bases. In the case 6harge or credit base established pursuafe approval described in section 4.02
a plan which, prior to a change in fundindg® the requirements of paragraph (2), theapproval for Change in Funding Method

method, has a funding waiver base deamortization period is 10 years. for Fully Funded Terminated Plans), the
scribed in § 412(b)(2)(C), a base due to a (4) No base is established due solely tequirement that the plan administrator or
switchback to the regular funding stan@ change in valuation date. authorized representative of the plan

dard account described in § 412(b)(2)(D), -02 Although compensation must be&ponsor agree to the change will be satis-
a shortfall base described in § 1.41}imited in accordance with § 401(a)(17) infied if the plan administrator or an autho-
(c)(1)-2(g), or a transition base describe@letermining benefits to be valued, it mayized representative of the plan sponsor is
in § 1.412(c)(3)-2(d), the current fundingPr may not be so limited in determiningmade aware of the change before the
method, regardless of any other characteife present value of future compensatiogchedule B is filed.
istics, must maintain such base(s) as if tfexpected to be paid to the participant for (3) This revenue procedure does not
funding method had not changed an@ach year of the participant’s anticipatedpply if, for the plan year of the change, a
must charge, or credit, the funding starfuture service. However, the alternativeninimum funding waiver under § 412(d)
dard account with the amortizationused is part of the method and any changgs been requested for the plan or is being
charge(s), or credit(s), for such base(d) such practice is a change in fundingmortized, or if an extension of an amorti-
after the change in funding method. method. zation period under 8§ 412(e) has been re-
(2) Creation of a Funding Method -03 Whenever, under the fundingquested or is currently applicable for
Change Base. Except in the case of @ethod, the normal cost is calculated as@mputing minimum funding require-
change to a funding method described il¢vel percentage of compensation, then afients, for the plan.
section 3.02, section 3.03, section 3.04, dpdividual's compensation is included in  (4) This revenue procedure does not
section 3.05, all existing bases shall bte amount of current year's compensagpply if the plan is under an Employee
maintained and an amortization base shdipn to which the normal cost percentag@lans examination for any plan year, or if
be established equal to the difference bés applied if and only if the compensationhe plan sponsor, or a representative, has
tween the unfunded accrued liabilityfor that individual is included in the pre-received verbal or written notification
under the new method and an amourf€nt value of future compensation ovefrom the Tax Exempt and Government
equal to (A) the net sum of the outstandwhich normal costs are spread. Similarlygntities Division of an impending Em-
ing balances of all amortization bases (inwhenever the normal cost is calculated gsioyee Plans examination, or of an im-
cluding, when the preceding method wa@ level dollar amount, then an individuapending referral from another part of the
an immediate gain method, the gain ois included in the determination of theservice for an Employee Plans examina-
loss base for the immediately precedingumber of individuals by which the nor-tion, or if the plan has been under such an
period), treating credit bases as negativ@al cost per participant is multiplied if examination and is in Appeals or in litiga-
bases, less (B) the credit balance (or pl@d only if that individual is included for tion for issues raised in an Employee
the funding deficiency), if any, in the purposes of determining the present valuejans examination.
funding standard account, less (C) thef an annuity of $1 for years of antici- (5) Except as provided in section 4.02,
sum of (i) any existing accumulation ofpated service over which normal costs angis revenue procedure does not apply to a

additional funding charges for prior planspread. change which is made for a plan year in
years due to 8 412(l), (i) any existing ac- which the plan is terminated.

cumulation of additional interest chargeigsgﬁg\l;":sgig%lg;?NS UNDER (6) Non-Applicability if Shortfall
due to late or unpaid quarterly install- Method is Discontinued. If the current
ments for prior plan years and (iii) any ex- .01 General Restrictions. method makes use of the shortfall

isting accumulation of additional interest (1) This revenue procedure does ndhethod, approval to change to another
charges due to the amortization of priogpply to a change in funding method for &/nding method under this revenue proce-
funding waivers (which sum can be foungjan year if either (a) a Schedule B oflure will apply only if the new funding
on the Schedule B, for example, in 199Form 5500 has been filed for such plamethod continues to make use of the
on Line 9q(4)), all adjusted for interest ayear using some other funding method dg¢hortfall method. For example, approval
the valuation rate to the valuation date if) the due date (including extensions) fois not granted to change from the entry
the plan year for which the change isuch Schedule B has passed. age normal method (which uses the short-
made. If this difference is a positive or (2) This revenue procedure does nd@ll method) to the unit credit method
negative number, the resulting base wilhpply unless the plan administratotinder section 3.01 unless the unit credit
be a charge base or a credit base, resp@githin the meaning of § 414(g)) or an aumethod makes use of the shortfall
tiVG'y. In the case of a Change toa fundinmorized representative of the p|an SpoﬁnethOd.

method described in section 3.02, sectiogor indicates as part of the series Form -02 Additional Restrictions For Ap-
3.03, section 3.04, or section 3.05, (a) the500 for the plan year for which theprovals in Section 3.
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(1) Non-Applicability for Reversion method under which the liabilities arevision. For further information regarding
Cases. This revenue procedure does nadjusted to reflect the performance or exthis revenue procedure, call (202) 622-
apply to changes in funding method repected performance of the assets. 6076 between 2:30 and 3:30 Eastern time
quired by Treasury Release R-2697 dated (5) Non-Applicability if Benefit Accru- (not a toll free number) Monday through
May 24, 1984, concerning the reversiorals are Frozen Under the Plan. Approvdtriday. Mr. Holland’s number is (202)
of assets from a terminated plan. Furto change to any method described in se622-6730 (also not a toll free number).
thermore, approval under section 3 doesons 3.02 through 3.09, does not apply if
not apply if, in the 15 years preceding th@ plan provides that no participant may
date of change, such plan was involvedccrue a benefit as of a date that is no latét CFR 601.201: Rulings and determination letters.
in a transaction described in such Treahan the first day of the plan year. In such
sury Release subsequent to May 24 case, approval to change to the meth(%JSO Part!, § 412)

1984. described in section 3.01 applies only aRey. Proc. 2000-41

(2) Non-Applicability for Plans Using described in section 4.01(5).

Universal Life Insurance Products. Ap- (6) Non-Applicability if Negative Nor-
proval to change to a method describeghal Cost or Negative Unfunded Liability
in section 3 does not apply in the case d?esults From the Change. Approval to The purpose of this revenue procedure
a plan for which some of the assets arehange to a method described in section;3 to set forth the procedure by which a
provided through universal life insurancedoes not apply if, after the change ihjan administrator or plan sponsor may
policies unless, under the fundingmethod, a negative normal cost existgptain approval of the Secretary of the
method adopted, (a) all plan benefits inAlso, approval to change to a method dereasury for a change in funding method
cluding those provided by the universabcribed in section 3 does not apply ifgs provided by § 412(c)(5)(A) of the In-
life insurance policies are considered liaafter the change in method, a negative Ugsrna| Revenue Code, as amended (the
bilities in calculating costs and arefunded liability exists, and the method (aycode”), and § 302(c)(5)(A) of the Em-
funded using the same method as usésia spread gain method, and (b) uses byee Retirement Income Security Act of
for retirement costs, and (b) the cashinfunded liability in determining the nor-1974, as amended (“ERISA")
value as of the valuation date of sucimal cost. For purposes of the preceding

contracts is treated the same as all otheentence, a spread gain method is arection 2. Background
assets of the plan in calculating costsnethod that does not directly calculate an . .
However, the requirements of (a) abovaccrued liability. See Rev. Rul. 81-13 for 01 Section 3(3.1) of ERISA lists some
will not fail to be satisfied merely be-whether a funding method directly Calcu_acceptable'actuarlal cost methods.
cause ancillary benefits, within thelates an accrued liability. 02 Section 412(c)(5)(A) of the Cod'e
meaning of § 1.412(c)(3)-1()(2) of the (7) Non-Applicability if Change in 2Nd 8 302(c)(5)(A) of ERISA state that if
regulations, are funded on a reasonabMethod is Being Made Pursuant to éhe funding ”?e”“’d of a plan is changed,
one-year term funding method. Spin-off or Merger. Approval to changethe new funqllng method shall become ef-

(3) Four-Year Limitation on Changes.to a method described in section 3 doéﬁcuve only if the change is approved by
Approval to change to a method denot apply if the funding method foraplant e Secretary.
scribed in section 3 does not apply to anyear is being changed in connection wit 03 Rey. Proc. 78-37, 1978-2 CB
of the following changes: a plan spin-off or merger unless th 40, prov!dfes the procedure by which a

(a) the asset valuation method is beinghange is made as provided in Sectiop]lan.admmlstrator or plan sponsor may
changed and the asset valuation meth@d05, section 4.06, section 4.07, or sectio%?ég'snur?ﬂg:oa:/ilhgrzgg?nsfjr?;?rfg%ghgze
\év:;ncghzlr;%esegsny of the four (4) pre4.08. .04 Rev. Proc. 2000-40, 200042

(b) the valuation date is being change§ECT|ON 7. EFFECTIVE DATE .R.B. 357, provides approval to change
and the valuation date was changed in the funding method used to determine the

. This revenue procedure is effective fominimum funding requirement for de-
3:13/ of the four (4) preceding plan years, 1 0 encing on or after Jangined bemefi plangto gny oo of the meth-
ary 1, 2000. ods described therein.
.05 Rev. Proc. 2000-4, 2000-1 I.R.B.
115, sets forth the current general proce-
dures of the Service relating to the is-

Section 1. Purpose

(c) The funding method is being

changed in a way not described in (a) 6SECTION 8. EFFECT ON OTHER
(b), and a funding method change (othgseyvENUE PROCEDURES

than a change for which approval is pro- £ ruli d ination |
vided by section 4 of this revenue proce- Rev. Proc. 95-51, as clarified and mod§u3nce, 0 “|J 'Ngs, etermllnatlonl ettersa
dure, or a change described in (a) or (b)jied by Rev. Proc. 98-10 and Rev. Proc@nd opinion letters on employee plans an

was made in any of the four (4) preced99-45, is superseded. exempt organization matters. These gen-
ing plan years. eral procedures are updated annually.

il il DRAFTING INFORMATION Sections 9.02(11) and (12) of Rev. Proc.
4) Non-Applicability when Liabilit
(4) Non-Applicability when Liabilities 2000-4 set forth the requirements for des-

are Adjusted for Assets. Approval to The principal author of this révenue€ignating an authorized representative.

change to a method described in sectiqf,ceqyre is James E. Holland, Jr. of thé og Rev. Proc. 2000-8, 2000-1 |.R.B.
3 does not apply to a change in funding,y Exempt and Government Entities Di230, sets forth the current procedures re-
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lating to the payment of user fees for re- .04 Approval will be given to a change .03 The request must satisfy all the re-
guests to the Service for rulings, opinionn funding method only if the proposedquirements of Rev. Proc. 2000-4. Atten-
letters, determination letters, and similamethod is acceptable and the transition tioon is called to section 9 of Rev. Proc.
requests. The user fee procedures are upe proposed method is acceptable. In a@000-4 concerning signatures, authorized
dated annually. dition, a change in funding method thatepresentatives, a power of attorney and
has a significant effect on a plan’s mini-declaration of representative, and a penal-
mum funding requirement or full fundingties of perjury statement. However, a
.01 This revenue procedure applies tBmi_tation in the year of changg may bestatement of proposed d_eletions pL_Jrsuant
any defined benefit plan that is subject tgeviewed to assess the appropriatenesstof§ 6110(c) of the Code is not required to
§ 412 of the Code or § 302 of ERISA. the change in light of that effect. be furnished. All signatures should be ac-

.02 Any change in a plan’s curren ) o companled by the t_yped name and title (if
method of computing the minimum fund_tSectlon 4. Application applicable) of th(_:‘ signer.
ing requirement under § 412 of the Code .01 A plan administrator, plan sponsor, .04 The following |n.format|on shall ac-
or 8 302 of ERISAis a change in fundingor the authorized representative of eitherompPany the request: . e
method (see § 1.412(c)(1)-1(b) of the Inwho desires to obtain approval for a (1) The employer identification
come Tax Regulations). The followingchange in funding method should make a number, the plan name and num-

are examples of a change in fundingyritten request (no form is prescribed for ber, and the name and address of
the plan administrator or plan

Section 3. Scope and Definition

method: requesting approval) to:
Example 1 — The minimum funding requirement Internal Revenue Service sponsor. _ _
is computed using the entry age normal method. Commissioner. TE/GE (2) A copy of the actuarial valuation
Changing the method to the unit credit method is a o report for the plan year preced-
change in funding method. Attention: T'EP:RA ina the vear of chanoge. and. if
Example 2 — The minimum funding requirement P.O. Box 27063, McPherson Station 9 ilabl y draft of hg ' " |
is computed using the aggregate method under Washington, DC 20038 avallable, a drait of the actuaria

which the normal cost is level as a percentage of 02 (1) The request should be made no valuation report for the_ year_Of
compensation. Changing the method to the aggrisé,[er than the close of the plan year for change. For requests mvolvmg
ate method under which the normal cost is level as . . .

g ; i ; which the change is to be effective. How- MErgers, a copy of each of the

a dollar amount is a change in funding method. valuation reports for all the
Example 3 — The method of valuing liabilities is€Ver, requests made after the close of the . | for the bl

unchanged, but the method of valuing assets glan year, but no later than 2 1/2 months mergmg_ plans tor the plan yea_r

changed from one method to another method. Th&fter the close of the plan year’ will gener_ precedlng the Change and’ if

is a change in funding method. ~ally be considered, at the discretion of the ava|lat_)le, a draft of the actuarial
Example 4 — The valuation date for the plan is th . . . valuation report for the year of

; - Service, If a statement is attached to the re- .

date that is the first day of the plan year. Changin “ change should be included

the valuation date to the date that is the last day guest detailing an adequate reason for the (3) Aco ’Of the Schedule B ( Actu

the plan year is a change in funding method. delay. Requests made after 2 1/2 months Py

date that is the first day of the plan year. The plapi o+ be considered. However. if a re- including attachments thereto,
year is changed, and the valuation date is changed to ) ! . that has been filed for the plan
; - fuest for approval of a change in funding .
the date that is the first day of the new plan yeak . year precedlng the year of
This is a change in funding method. method involves a plan merger, the request ; )
g 9 change. For requests involving
Example 6 — The plan’s enrolled actuary useshould be made no later than 4 months be- )
Vendor A's software to determine the plan’'s minifore the filing deadline for Schedule B (Ac- mergers, a copy of the most re-

cent Schedule B that has been

mum funding requirement. If the enrolled actuar)i
filed for a plan year preceding

changes to Vendor B’s software and the results oParlaI Information) of Form 55.00 (Of the
each specific computation are not the same after thB€rded plan) for the plan year in which the the vear of chanae should be in-
change in valuation software, this is a change ifnerger took place. | dyd ‘ hg i :
funding method. (2) If a change to an element of a fund- cluded for each of the merging

Example 7 — The method for determining the Coqhg method was recently approved and a plans ]
of ancillary benefits is changed from one method t%ubsequent modification of the same ele- (4) A statement of the plan year first

th thod. This i h in fundi _ o
il?hojr metme 1© 15 & change N M ent is requested, the subsequent modifi- affected by the proposed change.
' (5) A description of the current

.03 This revenue procedure applies teation generally will not be considered. funding method and the pro-
any change in funding method for any~or example, if a plan was using a 5-year osed funding method. The
plan year after the first plan year in whictsmoothing asset valuation method prior to rpnethod can begdescribed by ref-
a plan is subject to § 412 of the Code o999 and the plan sponsor received ap- erence to a method contain)éd in
§ 302 of ERISA. A funding method Proval to set the actuarial value of assets Rev. Proc. 2000—40. For exam-
adopted for a newly established plan jat market value for 1999 (with a phase-in o .the Ie\./el ercen;c of compen-
not a change in funding method. A pla®f gains and/or losses in subsequent gation individﬂal ontrv age rr:or-
established as a result of a spin-off withi¥€ars), a request in 2001 to set the actuar- mal method mav be dizsc?ibed b
the meaning of § 1.414(1)-1(b)(4), othetal value of assets to market value for reference to se(}:/tion 3.08 of Revy
than a plan established as a result of a 901 (with a phase-in of gains and/or Proc. 2000—40. The method can
minimis spin-off, is not a newly estab-/0Sses in subsequent years) will not be also 'be descriBed by indicating a
lished plan for this purpose. considered. y g
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particular variation of a method
described in Rev. Proc. 2000-40.
The description of a method
should be such that it would
allow two independent actuaries
to arrive at the same valuation
results using the same method
and assumptions for a given
plan. If applicable, the descrip-
tion should indicate whether the
method involves the use of a cer-
tain rule in the first year of the
change and a different rule in

subsequent years. For example,

an asset valuation method
change may restart at market
value in the year of change, and

may phase-in gains and losses in

subsequent years. Additionally,
if the method is an asset valua-
tion method not described in
Rev. Proc. 2000-40, a numerical
illustration demonstrating the
calculation of the actuarial value
of assets under the current
method and the proposed
method should be included. If
the change in funding method
involves a plan merger, a de-
scription of the funding method
that was used by each of the
merging plans before the merger
and the proposed funding
method that is used by the
merged plan should be included.

(6) A brief statement of the reason

for the proposed change and a
statement why automatic ap-
proval under Rev. Proc. 2000—-40
cannot be used to make the
change.

(7) A statement of whether a change

in funding method was previ-
ously requested.

(8) A statement of other changes

being made for the year of

change, such as a change in plan

year or change in actuarial as-
sumptions.

(9) Technical Information

(A) A worksheet should be pre-
pared by the enrolled actuary
for the plan. The worksheet
should contain the informa-
tion described below deter-
mined as of the valuation date
in the year of the change in
funding method. The infor-

200042 I.R.B.

(B) The calculation of the § 412

culation of the § 412 full

funding limitation should be

given for all merging plans
immediately prior to the

merger and for the merged
plan after the merger.

(10) A statement of whether a
waiver of the minimum fund-
ing standard is currently in ef-
fect and whether a request for a
waiver is currently pending or

ing, for each base, the type is expected to be submitted in
of base, outstanding bal- the near future.

ance, amortization period, A checklist has been provided in Ap-
and amortization amount). pendix A for the convenience of the tax-
Note that the bases main-payer submitting the request. In certain
tained prior to and after cases some of the material described
implementing all current above may be inappropriate or burden-
year changes will differ by some to furnish. In such cases, the re-
the inclusion of the new quest for approval should include a state-
base(s). The calculation ofment indicating why such material is not
the new base(s) should alsdeing furnished.

be shown. .05 The Service may request additional
If bases are combined andnformation as needed.

offset in the year of change, .06 If a conference has been requested,
in addition to the resulting a conference will be granted only in ac-
single base, show informa-cordance with section 12 of Rev. Proc.
tion on each of the bases2000-4. Furthermore, if the Service pro-
involved. poses an adverse holding, the taxpayer

(i) The unfunded liability of will be offered a conference in accor-
the plan. For immediate dance with section 12.02 of Rev. Proc.
gain methods, show the2000-4.
actuarial value of assets .07 If the request for the change in
prior to any adjustments. funding method is approved, the instruc-

(iif) The basic funding formula tions under line 5 of Schedule B (Actuar-
(or equation of balance).ial Information) of Form 5500 should be
If the equation of balance followed in reporting the change. Cur-
is not satisfied, explain the rently, this requires entering the date of
effect on the operation of the ruling letter on line 5k of Schedule B.
the funding method in the
year of change.

In the case of a plan change o1 | 4 case where approval is desired
involving a merger, the abovetqo, 4 change in funding method that is
information should be provided jgentical for a group of plans in excess of
for all merging plans as of the 44 receiving actuarial services from the
date of the merger. If the plangame insurance company or consulting
change involves a spin-off, thegjy, -5 «class ruling” may be requested
above information should beg55r0ying the change for all consenting
provided for the original plan 5ynavers in the class. A class generally
immediately prior to the spin- consists of the group of plans (1) receiv-
off date and for the plans imme-jq actyarial services from the same in-
diately after the spin-off daté. g, rance company or consulting firm, or
whose actuarial valuations are produced
using the software of the same vendor,
and (2) for which the element of the fund-
ing method that is proposed to be changed
was the same. An element of a funding
method is defined for purposes of this

mation below should be
shown (1) prior to any change
in plan provisions, assump-
tions, or funding methods
that apply in the year of
change, and (2) after the
change in funding method
and other changes that occur
in the year of change:
(i) A list of the amortization
bases maintained (includ-

Section 5. Class Rulings

full funding limitation for the

plan year prior to the plan
year of change, and for the
plan year of change. In the
case of a plan merger, the cal
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revenue procedure as (1) an asset valuag firm, or software vendor requestingection of information displays a valid
tion method, (2) a valuation date, or (3jhe ruling. However, it is not incumbentcontrol number.
the funding method without regard to thaipon the plan administrator or plan spon- The collection of information in this
asset valuation method or the valuatiorsor of any plan to agree to the change irevenue procedure is in sections 4 and 5.
date. funding method. If the change in fundingThis information is required to evaluate
.02 The class ruling may be requestethethod covered by the class ruling letteand process the request for a change in
by an enrolled actuary on behalf of an inis desired, the instructions under line 5 dfiunding method. The collection of infor-
surance company or consulting firm thaSchedule B (Actuarial Information) andmation is required to obtain approval for a
provides actuarial services to the plandine 7 of Schedule R (Retirement Plan Inehange in funding method. The likely re-
An enrolled actuary on behalf of a softformation) of Form 5500 should be fol-spondents are businesses or other for-
ware vendor may also request a class rdbwed in reporting the change. Currentlyprofit institutions, nonprofit institutions,
ing; such ruling would apply to all plansthis requires entering the date of the clagsd small businesses and organizations.
whose actuarial valuations are producediling letter on line 5k of Schedule B and The estimated total annual reporting
using that vendor’s software (both beforeeporting the plan sponsor’s agreement tourden is 5,400 hours.
and after the change in funding method).the change in funding method on line 7 of The estimated annual burden per re-
.03 The enrolled actuary making the reSchedule R. spondent varies from 12 to 24 hours, de-
guest should state the period for which the .06 If a request for a class ruling is appending on individual circumstances,
class ruling is proposed to be effectiveproved, at least 30 of the plans covered byith an estimated average burden of 18
The ruling will apply to plan years begin-the ruling must make the change in fundaours. The estimated number of respon-
ning within the stated period. The statethg method in order for the ruling to be-dents and/or recordkeepers is 300.
period cannot begin prior to 12 monthgome effective. The estimated annual frequency of re-
before the month in which the request is .07 The Service may, in its discretionsponses is one.
made. Generally, the period cannot bkmit the period for which a class ruling Books or records relating to a collec-
longer than 36 months. will be effective, impose conditions ontion of information must be retained as
.04 In lieu of the plan-specific informa-the use of the class ruling, or decline ttong as their contents may become mater-
tion otherwise required under section 4issue a class ruling. ial in the administration of any internal
the request for a class ruling shall contain revenue law. Generally, tax returns and
the following information: Section 6. Effect on other Documents o retum information are confidential, as
(1) The name and enrollment nUM- 41 Rev. Proc. 2000—4 is modified td€duired by 26 U.S.C. § 6103.

bﬁregtf the actuary making the "®the extent that this revenue procedure P'"®rafting Information
q : . vides special procedures for issuing rul-

(2) The name and address of the inpgs with respect to a change in funding The principal author of this revenue
surance company, consultingmetnoq. procedure is John C. Heil of Employee
firm, or software vendor de- 5 Rey. Proc. 78-37 is superseded. Plans Actuarial Group 2, TE/GE Rulings
scribed in sub_se<_:t|or_1 2.02. . ) and Agreements. For further information

(3) A statement indicating that theSection 7. Effective Date regarding this revenue procedure, please
applicant believes that the class ' ;
ﬂﬁﬁ] will be aoplied o at least TS revenue procedure is effective fofOntact the Employee Plans Actuarial

9 pplied ts f h in fundi thoroup taxpayer assistance telephone ser-
40 plans and an estimate of thd€dUESIS Tor changes in funding methot. .
_ Jnade on or after December 1, 2000. vice between the hour of 2:30 p.m. and
number of plans that is expecte 3:30 p.m., Eastern Time, Monday through

to change the funding method inge ion 8. Paperwork Reduction Act ~ Thursday at (202) 622-6076 (not a toll-

accordance with the class ruling. _ _ _ free number). Mr. Heil's telephone num-
(4) The information described in  The collection of information con- p.. is (202) 622-7383 (prior to October

subsections 4.04(5), 4.04(6), andained in this revenue procedure has be%, 2000), or (202) 283-9694 (after Octo-
4.04(9), except that the numeri+eviewed and approved by the Office ofyq, 28, 2000), also not toll-free numbers.
cal results requested in 4.04(9Management and Budget in accordance
should be a numerical illustra-with the Paperwork Reduction Act (44
tive example rather than actualJ.S.C. § 3507) under control number
numerical results. 1545-1704.
.05 If the change in funding method is An agency may not conduct or sponsor,
approved, a “class ruling letter” will be is-and a person is not required to respond to,
sued to the insurance company, consulé collection of information unless the col-
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Instructions

Appendix A

CHANGE IN FUNDING METHOD REQUEST CHECKLIST
IS YOUR SUBMISSION COMPLETE?

The Service will be able to respond more quickly to your change in funding method request if it is carefully prepared ated comp
To ensure your request is in order, use this checklist. Answer each question in the checklist by inserting Y for yespiN\k no,
for not applicable, as appropriate, in the blank next to the i&ign and date the checklist (as taxpayer or authorized representa-
tive) and place it on top of your request.

You must submit a completed copy of this checklist with your request. If a completed checklist is not submitted with gstur requ
substantive consideration of your submission will be deferred until a completed checklist is received. However, thimeleecklist
not be submitted if the request involves a class ruling described in section 5 of this revenue procedure.

1.

10.

11.

12.

13.

If you want to designate an authorized representative or a third party contact, have you include
properly executed Form 2848 (Power of Attorney and Declaration of Representative) or Third Par
Contact Authorization Form?

. Have you satisfied all the requirements of Rev. Proc. 20004 or its successors (especially concerr

signatures and penalties of perjury statement)? (See sections 2.05 & 4.03)

. Have you included the user fee required under Rev. Proc. 2000-8 or its successors? (See sec

2.06)

. Have you included the employer identification number, the plan name and number, and the name

address of the plan administrator or plan sponsor? (See section 4.04(1))

. Have you included a copy of the actuarial valuation report for the plan year preceding the year

change, and, if available, a draft of the actuarial valuation report for the year of change? (See sect
4.04(2))

. Have you included a copy of the last Schedule B (Actuarial Information) of Form 5500, including a

tachments thereto (for requests involving mergers, a copy of the last Schedule B for each of t
merging plans)? (See section 4.04(3))

. Have you included a statement of the plan year first affected by the proposed change? (See sec

4.04(4))

. Have you included a complete description of the current and proposed funding methods, includi

asset valuation methods? (See section 4.04(5))

. Have you included a brief statement of the reason for the proposed change and a statement why &

matic approval under Rev. Proc. 2000—40 cannot be used to make the change? (See section 4.04
Have you included a statement whether a change in funding method was previously requested? (
section 4.04(7))

Have you included a statement of other changes being made for the year of change, such as a ch
in plan year or change in actuarial assumptions? (See section 4.04(8))

Have you included a worksheet prepared by the enrolled actuary for the plan, showing a “before &
after” list of the amortization bases, the unfunded liability of the plan, and the basic funding formul:
(or equation of balance) using the proposed method? Have you included the calculation of the f
funding limitation for the plan year prior to the plan year of change and for the plan year of change
(See section 4.04(9))

Have you included a statement of whether a waiver of the minimum funding standard is currently
in effect and whether a request for a waiver is currently pending or is expected to be submitted in
the near future? (See section 4.04(10))

Signature

Date

Title or Authority

Typed or printed name of person signing checklist

200042 I.R.B.
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Part IV. ltems of General Interest

Withdrawal of Previous t.html. The public hearing will be held inpurchase of services to provide informa-

Proposed Regu'ations; Notice of room 4718, Internal Revenue Buildingtion.

Proposed Rulemaking and 1111 Constitution Avenue, NW., Washing- The collection of information in the

Notice of Public Hearing ton, DC. prqpqsed reg_ulat?ons is _in §1.1502-77(d).
_ FOR EURTHER INFORMATION CON- This information is required for the com-

Agent for Consolidated Group TACT: Concerning the regulations, Ger/mo" Parént to notify the IRS of the desig-

ald B. Fleming or George R. Johnsonnatlon of a new agent for the consolidated

(202) 622-7930; concerning submission?roulo _vvhen the common parents exis-
ence is about to terminate and for the

AGENCY: Internal Revenue Service®' comments, the hearing and/or to bgesignated corporation to confirm that it

(RS). Treasury D 3o afees to serve 2 he roups new age
ACTION: Withdrawal of previous pro- (not toll-free numbers). and qualifies to be the group’s agent. The
posed regulations; notice of proposed collection of information is required to
rulemaking: and notice of public hearing. SUPPLEMENTARY INFORMATION: ~ obtain a benefit, i.e., to designate a new
agent for the consolidated group. The

SUMMARY: This document contains . likely respondents are business or other
proposed regulations regarding the agef@Perwork Reduction Act for-profit institutions.

for an affiliated group that files a consoli- The collection of information con-  The regulations provide that a common
dated return (consolidated group). TNgyined in this notice of proposed rulemakparent or a previously designated agent of
proposed regulations address certain igsg pas been submitted to the Office o consolidated group should notify the
sues raised by the current regulations COfanagement and Budget for review in acCommissioner in writing, in accordance
cerning the agent for the group when thggrgance with the Paperwork ReductioMvith procedures prescribed by the Com-
common parent ceases to be the commogy of 1995 (44 U.S.C. 3507(d)). missioner, that it anticipates going out of
parent, as well as questions concerning comments on the collection of infor-existence and that it designates another
the scope of the common parent's authofqation should be sent to ti@ffice of ~corporation to serve as the group’s agent
ity. These proposed regulations affect aj\janagement and Budget Attn: Desk for specified prior consolidated return
consolidated groups. This document alsgyficer for the Department of the Trea-years. In addition, the notification should
provides notice of a public hearing ory,ry Office of Information and Regula-include a statement by the designated cor-
these proposed regulations. In additiongy Affairs, Washington, DC 20503, with Poration agreeing to serve as the group's
this document withdraws a portion of the:qies to thanternal Revenue Service agent and, if the designated corporation
proposed rulemaking (LR-97-79, 1984-4tn: |RS Reports Clearance Officerwas not itself a member of the group, a
C.B. 821) published in theederal Reg- op:Fs:FpP, Washington, DC 20224. Constatement that it is or will be liable for the
ister, July 31, 1984. ments on the collection of informationtax. An agent designated by the Commis-

DATES: Written and electronic com-Should be received by November 27$i0ner is required to give notice to each
ments must be received by December 28000. corporation (or any successor) that was a
2000. Outlines of topics to be discussed at Comments are specifically requestedember of the group during any part of

REG-103805-99

the public hearing scheduled for 10 a.mfoncerning: the relevant consolidated return year. The
on January 22, 2001, must be received by Whether the proposed collection of inburden for the c_ollectlon of information in
December 26, 2000. formation is necessary for the proper pe1.1502—-77(d) is as follows:

o formance of the functions of the Internal Estimated total annual reporting bur-
ADDRESSES: Send submissions toReyenue Service, including whether théen: 200 hours.

CC:M&SP:RU (REG-103805-99), 100Mcqiection will have practical utility; Estimated average annual burden per
5226, Internal Revenue Service, POB 1ne gccuracy of the estimated burdefgspondent: 2 hours.

7604, Ben Franklin Station, Washingtongssqciated with the proposed collection of Estimated number of respondents:
DC 20044. Submissions may also be harinormation; 100.

delivered Monday through Friday between o\ the quality, utility, and clarity of Estimated annual frequency of re-

the hours of 8 a.m. and 5 p.m. tGne information to be collected may be ensPonses: On occasion.

CC:M&SP:RU  (REG-103805-99), hanced: An agency may not conduct or spon-

Courier’s Desk, Internal Revenue Service, yow the burden of complying with thesor, and a person is not required to re-
1111 Constitution Avenue, NW., Washing-,on0sed collection of information mayspond to, a collection of information un-

ton, DC. Alternatively, taxpayers may subpe minimized, including through the apless it displays a valid control number

mit comments electronically via the interyication of automated collection tech-assigned by the Office of Management
net by selecting the “Tax Regs” option otyiqes or other forms of information techand Budget.

the IRS Home Page, or by submitting comygjqgy: and Books or records relating to a collec-

ments directly to the IRS internet site at Eqtimates of capital or start-up cost§ion of information must be retained as

http:/www.irs.ustreas.gov/tax_regs/regslis;ng costs of operation, maintenance, an@ng as their contents may become mate-
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rial in the administration of any internalagent under this provision, by either th&1.1502—-77T and has not issued final
revenue law. Generally, tax returns andommon parent or the remaining memregulations concerning alternative
tax return information are confidential,bers, is subject to the approval of thagents.
as required by 26 U.S.C. 6103. district director with which the group

files its return. Section 1.1502—77(d)X¢asons for Change

also grants the IRS the authority to deal Giyen the common parent's role as the

This document proposes amendmenfiEParately with each remaining membeggant for the group, issues arise about
to 26 CFR part 1 under section 1502 off the group with respect to its liability\ g has authority to act on behalf of the
the Internal Revenue Code of 1984" the event that neither the commonRy .o, for consolidated return years
(Code). The proposed amendments claParént nor the surviving members desiggnere the common parent has ceased to
ify and supplement existing rules undePat€ @ New agent. _ exist (e.g., due to a merger or liquida-
§1.1502—77 concerning the agent for a D€cisions of the United States Taxjqn or where, while continuing to exist,
consolidated group and the designatioffoUrt have highlighted difficulties in ap-j; ha5 ceased to be the common parent of
of a new agent to act for the group. ThBYING these rules to situations where go group (e.g., as a result of being ac-
proposed amendments also clarify rule@’OUP continues to exist following agired by another corporation). Other
concerning the common parent as ageff@nsaction described in 81.1502-75(dkges arise concerning the proper agent,
for a corporation whose income is im{& group structure change), in which &4 \ye|| as the scope of that agency,
properly included in a consolidated reN8W common parent has replaced th@nhere 4 consolidated return improperly
turn. In addition, the proposed amend©'mer common parent (which may Ofinqjdes the income of a corporation that
ments modify and clarify the rulesM@y Nnot have remained in existence Qo id have filed separately or when the
concerning the proper party to apply fofémained a member of the group). Sefkg jssues a tentative refund in response
and receive a refund payment due to gterlake Corp. v. Commissionell2 , 5 cjaim filed by a former member of
tentative carryback adjustment undef-C- 103 (1999)Union Oil Co. v. Com- 0 groyp.

§1.1502-78. The proposed regulationdissioner 101 T.C. 130 (1993)South-  Ajthough the current provisions of

also terminate §1.1502-77T for taxen Pacific Co. v. Commissione4 T.C. gg1 150277 and 1.1502-77T provide
years beginning on or after the effective 92, 404 (1985). ) . guidance in limited situations, numerous
date of final regulations amending ©On September 8, 1988, various f'r?a‘qssues have arisen in situations outside
§1.1502-77. and temporary regulations under sectiofhe scope of these provisions. The alter-

Section 1.1502-77(a) currently pro--502 were published in theederal a4ye agent approach of §1.1502-77T
vides that the common parent is th&k€gister (T.D. 8226, 1988-2 C.B. 325 54qressed agency issues regarding no-
“sole agent” for the consolidated groug®3 F-R. 34729]). At the same time, gices of deficiency and waivers of peri-
with respect to nearly all procedural ta{'0ticé Of proposed rulemaking (LR-66-5qs of |imitations. It was intended to
matters relating to the group’s tax liabil-88: 1988-2 C.B. 848) cross-referencege; fiexibility in allowing both taxpay-
ity for a consolidated return year.[0 the text of the temporary regulations, s ang the IRS to choose from among
Notwithstanding this general rule,Was also published (53 F.R. 34779). Inge\eral potential agents to act for the
§1.1502—-77(a) provides that the IRSUded in the temporary regulations wago 1 and also to ensure that whichever
may, upon notifying the common parent31:1902=77T. In situations where the.,horation is selected would be a per-
deal directly with any member of theCorporation that was the common parenhissiple agent to act for the group.
group in respect of its liability, in which ©f the group ceases to be the commoggever, an alternative agent provided
case that member shall have full authoR@rent, 81.1502—77T provides alternagy, g1 1502-77T is the agent for the
ity to act for itself. tive agents to act for a consolidateq,qyn only for purposes of mailing no-

Because the common parent’s autho@roUP, but only for purposes of mailinGjjces of deficiency or for executing con-
ity to act as agent for the group terminotices of deficiency and waiving peri-gents 1o extend periods of limitations.
nates when the common parent corpor@dS Of limitations.  Specifically, ynger §1.1502-77T, an alternative agent
tion ceases to exist, §1.1502-77(d$1-1502=77T allows the following alter-p) 55 o quthority to act as the group’s
provides for the designation of a new'@live agents to act on behalf of theyent for other purposes (e.g., filing a re-
agent to act for the group. Sectiofdf0Up: (1) the common parent of thg nq claim, receiving refund payments
1.1502-77(d) first grants the terminating"@UP for all or any part of the year 1o, gxecuting a closing agreement). As a
common parent, prior to going out of exWhich the notice or waiver applies, (2) egyit, under the current rules, absent a
istence, the authority to designate a réUCCeSSOr to the former common parenfesignation of one of the remaining
maining member to act as agent for th! @ transaction to which section 381(a}yempers to act as agent under
group (a designated agent) regarding tHf&PPlies, (3) the agent designated by thg) 1502_77(d), the IRS may have no op-
group’s prior consolidated return years9"0Up under 81.1502-77(d), or (4) if thgjo other than to deal separately with
If the common parent goes out of exis9"0UP_remains in existence undep,ch remaining member for any purpose
tence without designating a new agenB1-1502-75(d)(2) or (3), the common, ot cqyered by §1.1502-77T.
§1.1502-77(d) provides that the remainParent of the group at the time the notice e |RS and Treasury initially consid-
ing members of the group may designat Mailed or the waiver given. ered the possibility of expanding the
a new agent. A designation of a new 1h€ IRS received no comments oRycqpne of the authority of alternative

Background
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agents under 81.1502-77T to include allear instead of the corporation to whichaw, has become primarily liable for the
matters under the common parent’s scophe loss or credit is attributable. In additax liabilities of the common parent or
of authority as set forth in 81.1502—77(a)}tion, the proposed amendments clarifany subsidiary member. Such determina-
However, it was ultimately concluded thathat any refund under §1.1502-78(b) refion is made without regard to
the shortcomings of the alternative agenated to a tentative carryback adjustmerfl.1502-1(f)(4) (defining the tersuc-
approach outweigh its benefits. In particmust be paid to the corporation that wasessorfor purposes of the definition of a
ular, that approach lacks certainty becaushe common parent (or is the designateskparate return limitation year). The pro-
the IRS could deal with any one of severalgent) for the carryback year. The proposed regulations also clarify that the
alternative agents and more than one cgprosed amendments also replace theommon parent remains the sole agent
poration could initiate actions on behalivord “investment” with “business” in with respect to the consolidated tax liabil-
of the group. Also, a corporation couldhe termunused investment credit ity under §1.1502—6 of a subsidiary (or its
serve as an alternative agent without hag1.1502—-78(a) to conform to changes isuccessor) that is or becomes a disre-

ing been related to members of the grougpection 6411. garded entity for Federal tax purposes.

during the consolidated return year at . . Where transferee liability exists under
issue or without being liable for the conEXPlanation of Provisions applicable law, the proposed regulations
solidated tax for that year. In order to reduce uncertainty for botHProvide that, for purposes of assessing,

In lieu of expanding the altemativetaxpayers and the IRS, the proposeBaying or collecting transferee liability,
agent approach of §1.1502-77T, the IR§endments to §1.1502-77(a) provid@ctions of the common parent with re-
and Treasury propose to revise the rulgfat the common parent for a consolidatesiPect to the group’s tax liability will de-
of §1.1502-77 and to terminate the ap-t,rn year remains the agent for thgvatively affect the liability of a trans-
plication of §1.1502-77T. Under thegroup for that year as long as it continueteree of a member, regardless of whether
proposed regulations, as discussed iy oxist. This rule applies even if thdhe transferor member remains in exis-
more detail below, the common parent,mmon parent, for whatever reasont,ence' This provision is essentially an ap-
remains the agent for the group’s conzeases to be the common parent. Thugllication of general principles of trans-
solidated return year as long as it reg,, example, if the common parent peferee liability in the context of a
mains in existence, regardless of,mnes a subsidiary member of the consafonsolidated group. Under case law, the
whether it continues to be a commonysied group, which continues unde@ctions of a transferor derivatively affect
parent or a member of the group, 0E1.1502—75(d), if the common parent pethe liability of a transferee, even if the ac-
whether the group continues undet,mes a stand-alone corporation, or evdipns are taken after the transfer occurs.
81.1502-75(d). if the common parent becomes a sup2€e, e.g.United States v. Vassallo, Inc.

The proposed regulations set foméidiary member of another group, it re274 F.2d 791, 793-794 (3d Cir. 1960). As
procedures for a common parent to desqains the agent of the group for thos@rovided in the proposed regulations, the
ignate a new agent for the group whepgycolidated return years during which ifommon parent’s actions on behalf of the
the common parent ceases to exist, agghs the group’s common parent. Gf. 9roup are always binding on each mem-
permit the IRS to designate a new agept ke Corp. v. Commissionet12 T.C. ber of the group. Therefore, any actions
if the common parent fails to do so. The 3 (1999):Union Oil Co. v. Commis- of a common parent with respect to the
proposed regulations do not contain oner, 101 T.C. 130 (1993). group’s liability for a consolidated return
provision allowing the remaining mem- ¢ proposed regulations provide ¥€&" will derivatively affect the liability
bers to designate a new agent if the comy e tor situations where a corporatiorPf a transferee of a transferor member that
mon parent fails to make a designatioRes 4 consolidated return as the commoigmains in existence, even if the action
before it ceases to exist. The propose&:‘rent of an affiliated group but is subse2CCurs after the transfer giving rise to the
regulations provide that the COMMOMy ently determined not to be the actudranstferee liability.
parent acts as the agent with regard tQ,nmon parent of that group. In such sit- The proposed regulations recognize the
the liability of any corporation Whoseuations, the corporation that filed as thderivative effect of the common parent’s
income is improperly included in the gmmon parent is considered to be th@ctions on transferee liability and further
group’s return but whose liability is SUb'agent for each member of the claimegrovide that actions taken by or with re-
sequently computed on the basis of Broup even though it was not actually th&Pect to the common parent, as agent for
separate return or as a member of alymmon parent. This situation may ariset,he group, after a transferor member has
other consolidated group. for example, where the common parerﬁeased to exist, also derivatively affect the

Finally, the proposed regulationsgis to own stock satisfying the 80_per_liability of a transferee of such member to
modify the rule in §1.1502-78(a) con-.gnt voting and value requirement of sedhe same extent as if the transferor mem-
cerning an application under section;y, 1504(a)(2). ber had remained in existence. For exam-
6411 for a tentative carryback adjust- Tpe proposed regulations clarify thaPle, under this provision, a waiver extend-
ment with respect to a loss or busineés$e common parent’s authority as ageﬂ?g the limitations period for assessment,
credit arising in a separate return limitas,. 4 taxable year extends to any succegXxecuted by the common parent (as agent
tion year. Under the proposed amendsq;: of a member. For purposes ofor the group) after a member ceases to
ments, the application should be filed b)§1'1502_77 only, the terrmuccessor exist, would have the derivative effect of
the common parent for the carryback,qoans a party that, pursuant to applicab@(tending the limitations period with re-
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spect to a transferee of such member. deemed to terminate. As used in the pronaining members for a consolidated re-

The proposed regulations revise thposed regulations, the tediisregarded en- turn year may designate a new agent in
rules governing the designation of a newity includes a qualified subchapter S sulthe event the common parent does not
agent for the group when the commosidiary for which an election is madedesignate a new agent that is approved by
parent ceases to exist. They retain thaursuant to section 1361(b)(3)(B), a qualithe IRS. In practice, taxpayers have sel-
current provision under 81.1502-77(dfied REIT subsidiary within the meaning ofdom utilized this provision because it is
for the common parent to notify the IRSsection 856(i)(2), or an entity that is disreunwieldy and largely impracticable ex-
and designate, subject to the approval gfarded as an entity separate from its owneept for groups comprising only a few
the IRS, another member to act as thender the “check-the-box” rules ofmembers. Accordingly, in light of the in-
group’s agent for the consolidated retur8301.7701-3. If, as a result of becoming tequency with which taxpayers use this
year. disregarded entity or reclassified as a panprovision, and in the interest of providing

As under the current rule, the proposedership, the group’s agent ceases to exisimple and administrable procedures, the
regulations provide that the common parfor Federal tax purposes without designatRS and Treasury have concluded that
ent may designate one of the remaininipg a new agent and subsequently purportisere is no longer a need to provide for
members of the group as the new agetd act on behalf of the group, any actionany designation by the remaining mem-
for the group. The proposed regulationtaken by the purported agent will, to the exbers.
provide that the member designated as tlient determined appropriate by the Com- As under the current regulations, the
agent for a consolidated return year mushissioner, have the same effect as if theroposed regulations provide that a desig-
have been a member of the group duringgent’s existence had not terminated. nation by the common parent or a desig-
the consolidated return year and must not In the event the common parent (or aated agent cannot become effective until
subsequently have been disregarded as pireviously designated agent) fails to dest is approved by the IRS. The proposed
entity separate from its owner or treate@jnate a new agent before going out of exegulations clarify that the Commis-
as a partnership for purposes of Federatence, the proposed regulations authsioner’s approval of a designation by a
taxes. However, the common parent mayze the IRS to designate a new agent fmommon parent (or designated agent) will
also designate a domestic corporatiothe group. The IRS may designate one aofot be effective before the corporation
(that is not disregarded as an entity sepdie remaining members of the group fomaking the designation ceases to exist. In
rate from its owner or classified as a parthe consolidated return year (that has nthe absence of an effective approved des-
nership for Federal tax purposes) that iseen disregarded as an entity separaignation, a notice of deficiency or any
primarily liable as a successor of any corfrom its owner or reclassified as a partnemther communication mailed to the for-
poration that was a member of the grouphip for Federal tax purposes), or any daner common parent or former designated
during the consolidated return year. Imestic corporation (that is not disregardedgent, even if no longer in existence, is
addition, the common parent will be peras an entity separate from its owner areated as having been properly mailed to
mitted to designate any domestic corporaslassified as a partnership for Federal taall members and successors.
tion (that is not disregarded as an entitpurposes) that is primarily liable as a suc- The proposed regulations retain the
separate from its owner or classified as eessor of such a member, to act as thmovision in the current regulations autho-
partnership for Federal tax purposes) thagroup’s agent. This provides the IRS withizing the Commissioner, upon notifying
is to become primarily liable as the coma readily available option in cases wherthe common parent, to deal separately
mon parent’s successor in connectioit needs to address a consolidated group/ith a member concerning that member’s
with a transaction in which the commortax liability and no new agent has otherseveral liability for the consolidated tax.
parent’s existence terminates. If an agemtise been designated. Any corporatioin such a case, the member would have
previously designated under this provithat the IRS desighates as the agent féull authority to act for itself.
sion ceases to exist, the proposed reguldre consolidated return year generally will The proposed regulations eliminate
tions provide for such terminating agentontinue as the group’s agent as long as§tL.1502—-77T for consolidated return
to designate a new agent in the same marmemains in existence. At the request ofears beginning after the date that the
ner that is available to a common parerdgne or more members, however, the IRBnhal regulations under §1.1502-77 are
that is going out of existence. may (but is not required to) replace a degpublished in thé-ederal Register

For purposes of the designation proviignated agent with another member (or The proposed regulations provide that
sion, a corporation’s existence is deemed guccessor of a member) for the consolthe common parent is the sole agent for any
cease not only if the corporation ceases ttated return year. corporation that is improperly included in
exist under applicable law, but also if the The proposed regulations direct thehe group’s return and whose tax liability
corporation becomes a disregarded entitiRS and the designated agent to providghould have been computed on the basis of
or reclassified as a partnership for Federabtification of the designation to the othea separate return or as a member of another
tax purposes. However, if treating a corpa-emaining members/successors. Any faikkonsolidated group. This provision is con-
ration as ceasing to exist when it becomesuae by the IRS and/or the designatedistent with the current rule of
disregarded entity or reclassified as a parkgent to give notification to a81.1502-77(c)(2), relating to the effect of
nership would leave no other corporatiomember/successor does not invalidate thveaivers of periods of limitations on assess-
eligible to serve as a designated agent fdesignation. ment that are executed by the common par-
the group, its existence would not be Under the current regulations, the reent. The proposed regulations are also con-
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sistent with rulings of the Tax Court in sevdesignate an agent in situations where tlté# the Small Business Administration for
eral cases. Sdmtervest Enterprises, Inc. v.common parent or previously designatedomment on their impact on small busi-
Commissioner59 T.C. 91, 96-97 (1972); agent failed to designate a new agent befoness.

Lone Star Life Insurance Company v. Comit ceased to exist, whether or not the Com- , .
missioner T.C. Memo. 1997—468MN|, Inc. missioner has already designated an ageftomments and Public Hearing

V. Commissi(_)nerT.C. Memao. 1995—11_2, Comments are invited concerning these gefore these proposed regulations are
aff'd per curiam 107 F.3d 27 (11th Cir. procedures.

1997). See als@lumax Inc. v. Commis-

sioner 109 T.C. 133, 196 (1997) (holdingProposed Effective Date

that the improper inclusion of a corporation ; ;
in a consoﬁjidaF;ed return does notF;Iter the The amendments to §1.1502-77 ar€opies) or electronic comments that are

agency relationship established unddfroPosed to apply to consolidated ret_uer_l_er:y Sllqubg"tteg EIE) the IRS. t

§1.1502-77(c))aff'd on other grounds Years beginning on or after the date final ' ¢ " A% LEES Y TEA B8 CO

165 F.3d 822 (11th Cir. 1999). regulations are published in tifederal mednhs Onth e clan ybO edpropo.f,e tr” es
The proposed regulations amendi€dister.  The current rules of ana now they may be made sasier 1o un-

g §1.1502—77 and 1.1502—77T Continugerstand or to implement. In addition,
i;éi?i;:?ﬁg f:(;rpr;/%vzf:ek t;s;:hsehgamngi?ﬁ comments are requested on the treatment

adopted as final regulations, considera-
tion will be given to any written com-
ments (a signed original and eight (8)

do apply with respect to consolidated re* ) "
; ivdn the proposed regulations of entities

ate of final regulations underthat become disregarded as entities sepa-

51.1502-77. Thus, the alternative agerf® rf]r_omfthe'i:r c(;wnelrf or become pa:ﬁ

.- herships for Federal tax purposes.
turn limitation year that may be carriedPProach -Of (he temporary regulanorgommgms will be availablepforppublic in-
back to a consolidated return year. The cufiould continue to apply for purposes o

: - mailing notices of deficiency and executSPeCtion and copying.
rent rule, which provides that the corporal 9 y A public hearing has been scheduled

tion to which such loss or credit is attribut!Ng Waivers of periods of limitations on "
able should file such application, js2Ssessment with respect to consolidatd@" January 22, 2001, beginning at 10

inconsistent with the general rule of €turn years beginning before the daté:™ in room 4718, Internal Revenue Ser-
§1.1502—77 that the common parent is thénal regulations are publlshed in thewce BU|Id|n_g,1111C0nst|tut|0n Avepug,
' p NW., Washington, DC. Due to building

sole agent for the group and with the rule Jrederal Register - -
§1.1582—78(b) thz?t pa?/ment of any result. The amendments to §1.1502-78 arsecurity procedures, visitors must enter at

ing refund is made to the common parent.ProPosed to apply to taxable years g 10th Street entrance, located between
In Interlake Corp. v. Commissionet12 which a loss or credit may be Carried:onsutunon_ .and Per?n.sylvanla Avenues,
T.C. 103, 112113 (1999), the Tax Couack and for which the due date (WithOUNW' In addition, all visitors must present

found that §1.1502-78(b) s unclear as {gxtensions) of the original return is aftephoto identification to enter the building.

- he date final requlations are published if€cause of access restrictions, visitors
whether the common parent in the carry! 9 P will not be admitted beyond the immedi-

back year or the common parent in the bggeFederal Register ate entrance area more than 15 minutes
year should be the group's agent to receigneia| Analyses before the hearing starts. For informa-

a refund resulting from a tentative carry- tion about having your name placed on
back adjustment. 112 T.C. at 112-113. The It has been determined that this noticg,q building access list to attend the hear-

proposed regulations amend §1.1502—-78(bf proposed rulemaking is not a signifi-ing, see the FOR FURTHER INFORMA-
to provide expressly that the refund shouldant regulatory action as defined in Execrion CONTACT section of this pream-
be paid to the common parent or designatedive Order 12866. Therefore, a regulagq
agent for the group’s carryback yeatr. tory assessment is not required. Itis The ryles of 26 CFR 601.601(a)(3)
Finally, because the position of districhereby certified that these regulations dgpply to the hearing. Persons who wish
director will be eliminated in the restructur-not have a significant economic impaci, present oral comments at the hearing
ing of the IRS, the proposed regulationsn a substantial number of small entities,, st request to speak, and submit written
substitute “the Commissioner” for variousThis certification is based on the fact thaty 1\ ments and an outline of the topics to
references to the district director inthese regulations will primarily affect af-j,o yiscussed and the time to be devoted
§1.1502-77. |If the proposed rules aréliated groups of corporations that havg, oach topic (a signed original and eight
adopted, procedures for the designation ofedected to file consolidated returns, Whicfes) copies) by December 26, 2000.
new agent under the new IRS structure, ignd to be larger businesses, and, more- 5 period of ten minutes will be allo-
either a terminating common parent or thever, that any burden on taxpayers isaied to each person for making com-
Commissioner, will be announced wheminimal. Therefore, a Regulatory FlexXi-nants. An agenda showing the schedul-
final regulations are issued. Itis anticipatedility Analysis under the Regulatorying of the speakers will be prepared after
that such procedures will be embodied in Blexibility Act (5 U.S.C. chapter 6) is noti,a geadline for receiving outlines has
revenue procedure that may also includeequired. Pursuant to section 7805(f) Oﬁassed. Copies of the agenda will be
provisions for one or more members of the Code, these regulations will be subs, 4ijaple free of charge at the hearing.
group to request that the Commissionenitted to the Chief Counsel for Advocacy

tentative carryback adjustment with respe
to a loss or credit arising in a separate r
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Drafting Information 81.1502-77A Common parent agent for by operation of a state or Federal merger
o subsidiaries applicable for consolidated statute), for the tax liability of the com-

The principal authors of these proyeym years beginning before the date  mon parent or any subsidiary of the

posed regulations are Gerald B. Fleming; requlations are published in the ~ group. Such determination is made with-

George R. Johnson and Steven J. HankiRggera| Register. out regard to §1.1502—1(f)(4).
Office of the Assistant Chief Counsel (iv) Disregarded entity If a subsidiary

(Field Service). However, other person* * * * * of a group or its successor is or becomes a
nel from the IRS and Treasury Depart- (g) Effective date This section applies disregarded entity for Federal tax pur-
ment participated in their development. to consolidated return years beginning bep'oses the common parent will continue
e fore the date final regulations undeg, gerye as the sole agent with respect to
81.1502-77 are published in tRederal h5¢ sypsidiary’s tax liability under
Register, except paragraph (e) of this secg; 1502_6 for consolidated return years
tion applies to statutory notices angy,ring which it was a member of the
Accordingly, 26 CFR part 1 is pro-Waivers of the statute of limitations forg.q,5 " even though the entity generally is

Proposed Amendments to the
Regulations

posed to be amended as follows: taxable years for which the due dat@; yreated as a person separate from its
(WIthOU't extensions) of the consolidateq,,ner for Federal tax purposes.
PART 1—INCOME TAXES return is after September 7, 1988, and (v) Transferee liability For purposes

which begin before the date final regula

Paragraph 1. The authority citation fokiong ynder §1.1502—77 are published iOf assessing, paying and collecting trans-

: ; ; feree liability, any action taken by or di-
part 1 is amended by removing entries 1% Fegeral Register rected to th)e/ corT):mon parent Witrz/ respect
sections 1.1502-77(¢) and 1.1502-78(b) pqr. 5. New §1.1502-77 is added % the group’s tax liability will deriva-
anddgddln% en';rlﬁs in numerical order (g as follows: tively affect the liability of a transferee
read in part as follows:

Authority: 26 U.S.C. 7805 * * * §1.1502—77 Agent for the group. (or S‘jjkl’sequef”t r:ratESfetrﬁes) of "E‘) mft’mb?r'
Section 1.1502—77 also issued under 26 regardiess of whether the member termi-
U.S.C. 1502 and 6402()). (a) Scope of ageney(1) In general— nates its existence prior to such action.

Section 1.1502—78 also issued under 28 Common parent Except as provided (2) Specific matters subject to agency
U.S.C. 1502, 6402(j), and 6411(c). * * * in paragraphs (a)(3) and (6) of this secAs sole agent, the common parent is au-
Section 1.15'02—77A’also issued under 2&oNn, the common parent for a consolithorized to act in its own name for all

U.S.C. 1502 and 6402(j). * * * dated return year, for all matters relatingnatters relating to the tax liability for the
Par. 2. Immediately following to the tax liability for the consolidated re-consolidated return year. Except as pro-
§1.1502-41A, an undesignated centdprn year, shall be the sole agent for— vided in paragraphs (a)(3) and (6) of this
heading is added to read as follows: (A) Each subsidiary in the group; and section, no subsidiary or successor shall
(B) Any successor of any member (inhave authority to act for or to represent it-
REGULATIONS APPLICABLE TO cluding the common parent). self in any such matter. For example—
TAXABLE YEARS BEGINNING (i) Other agents For purposes of this (i) Any election available to a sub-
BEFORE THE DATE FINAL section, any corporation described irsidiary corporation in the computation of
REGULATIONS ARE PUBLISHED IN  paragraphs (a)(1)(ii)(A) and (B) of thisits separate taxable income must be made
THE FEDERAL REGISTER section will act as the agent in place of thby the common parent, as must any
, common parent to the same extent anthange in an election previously made by
Par. 3. Immediately before

; subject to the same limitations as are apr for a subsidiary corporation;
§1.1502-79A, an undesignated centdfjicable to the common parent, and any (ii) All correspondence will be carried
heading is added to read as follows:  |oterence in this section to the commoon directly with the common parent:

REGULATIONS APPLICABLE TO parent will include any such other (iii) The common parent shall file for
TAXABLE YEARS BEFORE January 1 agent— all extensions of time, including exten-
1997 " (A) Any corporation designated as thesions of time for payment of tax under

agent pursuant to paragraph (d) of thisection 6164;

Par. 4. Section 1.1502-77 is redesigsection to replace the common parent or a (iv) The common parent in its own name
nated as 81.1502—77A and transferred inpreviously designated agent; and will give waivers, give bonds, and execute
mediately after the undesignated center (B) Any corporation that files a consol-closing agreements, offers in compromise,
heading “REGULATIONS APPLICA- idated return as the common parent for and all other documents, and any waiver or
BLE TO TAXABLE YEARS BEGIN- group, notwithstanding that such corporabond so given, or agreement, offer in com-
NING BEFORE THE DATE FINAL tion is subsequently determined not t@romise, or any other document so exe-
REGULATIONS ARE PUBLISHED IN have been the proper agent for theuted, shall be considered as having also
THE FEDERAL REGISTER ”; the sec- claimed group. been given or executed by each member or
tion heading of newly designated (iii) Successor For purposes of this any successor thereof;
81.1502-77A is revised; paragraph (e) isection only, the terrsuccessomeans a  (v) The common parent will file claims
redesignated as paragraph (f); and parparty that is primarily liable, pursuant tofor refund, and any refund will be made
graph (g) is added to read as follows:  applicable law (including, for example,directly to and in the name of the common
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parent and will discharge any liability ofa member of the group in any subsequebier’s successor, if such successor is

the Government to any member or anyear, or whether the group continues punramed in the notice; and

successor thereof with respect to such rsuant to 81.1502-75(d) with a new com- (v) If a notice of deficiency fails to

fund,; mon parent in any subsequent yeatr. name a member or its successor, any as-
(vi) Notices of claim disallowance will ~ (ii) Replacement of agent designatedessment of tax based on such notice

be mailed only to the common parentby Commissioner If the Commissioner shall still be a valid assessment as to the

and the mailing to the common parenteplaces a previously designated agewther members or their successors.

shall be considered as a mailing to eagbhursuant to paragraph (d)(2)(ii) of this (6) Direct dealing with a member

member or any successor thereof; section, the term of the replaced agemtotwithstanding the provisions of this
(vii) Notices of deficiencies will be shall terminate when the Commissioneparagraph (a), the Commissioner may,
mailed only to the common parent, andlesignates another agent. upon notifying the common parent, deal

the mailing to the common parent shall (iii) New common parent after a groupdirectly with any member of the group or
be considered as a mailing to each merstructure change If the group continues any successor of a member with respect
ber or any successor thereof; in existence with a new common parento its several liability for the consolidated

(viii) The common parent will file peti- pursuant to 81.1502—-75(d) during a contax of the group, in which event such
tions and conduct proceedings before theolidated return year, the common paremhember or successor shall have full au-
United States Tax Court, and any sucht the beginning of the year is the group’ghority to act for itself.
petition shall be considered as also hawsole agent through the date of the transac-(b) Copy of notice of deficiency to cor-
ing been filed by each member or anyion, and the new common parent beporation which has ceased to be a mem-
successor thereof; comes the continuing group’s sole agerier of the group If a corporation has

(ix) Any assessment of tax may beébeginning the day after the transaction. ceased to be a member of the group dur-
made in the name of the common parent, (5) Identifying members in notices ing or after a consolidated return year and
and an assessment naming the commdotwithstanding the provisions of thisif such corporation or its successor files
parent shall be considered as an assegsragraph (a)— written notice of such cessation with the
ment with respect to each member and (i) Any notice of deficiency with re- Commissioner, then the Commissioner
any successor thereof; and spect to the tax for a consolidated returapon request of such corporation or its

(x) Notice and demand for payment ofyear will name each corporation that wasuccessor will furnish a copy of any no-
taxes will be given only to the commona member of the group during any part dfice of deficiency with respect to the tax
parent and such notice and demand wiluch period (but a failure to include thdor a consolidated return year for which
be considered as a notice and demand iame of any such member will not affecthe corporation was a member or a copy
each member or any successor thereof. the validity of the notice of deficiency asof any notice and demand for payment of

(3) Matters reserved to subsidiaries to the other members or their successorsyich deficiency. The filing of such writ-
Notwithstanding the role of the commorand any notice of deficiency that is validen notification and request by a corpora-
parent as exclusive agent under paras to a member so named will be valid a$on or its successor shall not have the ef-
graph (a)(1) of this section, the followingto any successor of such member; fect of limiting the scope of the agency of
matters shall be reserved to each sub- (ii) Any notice and demand for pay-the common parent provided for in para-
sidiary and, if applicable, to a successanent will name each corporation that wagraph (a) of this section. Any failure by
of a subsidiary— a member of the group during any part afhe Commissioner to comply with such

(i) The making of the consent requiredhe applicable consolidated return yeawritten request shall not have the effect
by §1.1502-75(a)(1); (but a failure to include the name of anyf limiting the tax liability under

(i) The making of an election undersuch member will not affect the validity81.1502—6 of such corporation or its suc-
section 936(e); of the notice and demand as to the otheessor.

(iii) The making of an election to bemembers or their successors), and any (c) References to member or subsi-
treated as a DISC under §1.992-2; and notice and demand for payment that idiary. For purposes of this section, all

(iv) A change of the annual accountingsalid as to a member so named will beeferences to a member or subsidiary
period pursuant to 81.991-1(b)(3)(ii).  valid as to any successor of such menshall include—

(4) Term of agency-(i) In general ber; (1) Each corporation that was a mem-
Except as provided in paragraph (iii) Any notice of a lien, any levy or ber of the group during any part of such
(a)(4)(iii) of this section, the commonany other proceeding to collect thdaxable year (except that any reference to
parent for the consolidated return yeaamount of any assessment, after the aa-subsidiary shall not include the com-
shall remain the sole agent with respecdtessment has been made, will name timeon parent); and
to that year until its existence terminatedaxpayer from which such collection is to (2) Each claimed member the income
regardless of whether one or more sulive made; of which was included in the consoli-
sidiaries become or cease to be members(iv) Any notice described in para-dated return for such taxable year,
of the group at any time, whether thgraphs (a)(5)(i) through (iii) of this sec-notwithstanding that the tax liability of
group files a consolidated return for anyion that fails to include the name of aany such claimed member should have
subsequent year, whether the commomember during the consolidated returibeen computed on the basis of a separate
parent ceases to be the common parentyear shall still be valid as to that memseturn, or as a member of another consol-
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idated group, under the provisions ofd)(1) of this section, the Commissionedescribed in paragraph (e)(1)(ii) of this
81.1502-75. may, with or without the request of anysection without designating a new agent

(d) Termination of common pareat member of the group or its successor, #&br the group pursuant to paragraph (d)(1)
(1) Designation by common parengi) If any time designate, effective immedi-of this section, and the agent subsequently
the common parent will terminate its exisately, a corporation described in parapurports to act as agent for the group, any
tence, it shall— graph (d)(1)(i)(A) of this section to act asactions by that purported agent on behalf

(A) Designate, subject to the approvalhe agent. The designation will be madef the group will, to the extent determined
of the Commissioner, for each consoliin accordance with procedures prescribeappropriate by the Commissioner, have
dated return year for which the period oby the Commissioner. the same effect as if the agent’s existence
limitations for assessment, for collection (i) At the request of any member orhad not terminated.
after assessment, or for claiming a credituccessor of a member, the Commissioner (3) Exceptions where no eligible corpo-
or refund has not expired, one of the folmay, but is not required to, replace anation exists (i) For purposes of para-
lowing to act as agent in its place— agent previously designated under thigraphs (a)(4)(i) and (d) of this section, if a

(1) Any corporation that was a membeparagraph (d)(2) with another corporatiororporation becomes either disregarded as
of the group during any part of the consoldescribed in paragraph (d)(1)(i)(A) of thisan entity separate from its owner or re-
idated return year and, except as provideggction. classified as a partnership for Federal tax
in paragraph (e)(3)(ii) of this section, has (iii) The Commissioner and the desigpurposes, its existence shall not be
not subsequently been disregarded as aated agent shall give notice of any desigieemed to terminate if the effect of such
entity separate from its owner or reclassihation to each corporation that was &rmination would be that no corporation
fied as a partnership for Federal tax pumember of the group during any part ofemains eligible to serve as the designated
poses; or the consolidated return year or its succesgent for the group’s consolidated return

(2) Any successor (as defined in parasor. A failure by the Commissioneryear.
graph (a)(1) of this section) of such a corand/or designated agent to notify any such (i) Similarly, an entity that is either dis-
poration or of the common parent that is Enember of the group or its successor dogggarded as an entity separate from its
domestic corporation (and, except as prdtot invalidate the designation. owner or reclassified as a partnership for
vided in paragraph (e)(3)(ii) of this sec- (3) Absence of designationUntil ei- Federal tax purposes shall not be precluded
tion, is not disregarded as an entity sep#her a notice in writing designating a newrom designation as an agent merely be-
rate from its owner or classified as @gent has become effective or the Coneause of such classification if the effect of
partnership for Federal tax purposes), inmissioner has designated a new agerthe inability to make such designation
cluding a corporation that will become aany notice of deficiency or other commuwould be that no corporation remains eligi-
successor at the time that the commonication mailed to the common parentble to serve as the designated agent for the
parent ceases to exist; and even if no longer in existence, shall bgroup’s consolidated return year.

(B) Notify the Commissioner (underconsidered as having been properly (fy Examples The following examples
procedures prescribed by the Commignailed to the agent of the group; or if thystrate the principles of this section. In
sioner) of the designation, including— Commissioner has reason to believe thaich example, as of January 1 of Year 1,

(1) A statement by the designated corthe existence of the common parent hage P group consists of P and its two sub-
poration agreeing to serve as the group§rminated, he may, if he deems it advissigiaries, S and S-1. P, as the common par-
new agent; and able, deal directly with any member or itent of the P group, files consolidated re-

(2) If the designated corporation wasSUCCessor with respect to the memberigms for the P group in Years 1 and 2. On
not itself a member of the group duriniféV‘?ral liability under §1.1502-6 withoutjanuary 1 of Year 1, domestic corporations
the consolidated return year (because thEVINg to give notice pursuant to paras-2 u, v, W, W-1, X, Y, Z and Z-1 are not
designated corporation is a successor of%@Ph (@)(6) of this section. ~ related to P or the members of the P group.
member of the group for the consolidated (&) Termination of a corporation's exis- All corporations are calendar year taxpay-
return year), a statement by the desigeénce—(1) In general For purposes of ers. Any surviving corporation in a merger
nated corporation acknowledging that it i#aragraphs (a)(1)(v), (a)(4)(i), and (d) ofs a successor as described in paragraph
or will be primarily liable for the consoli- this section, the existence of a corporatiogn)(1)(iii) of this section. Any notification

dated tax as a successor of a member. IS deemed to terminate if— to the Commissioner of the designation of
(i) A designation under paragraph (i) It ceases to exist under applicabl¢he P group’s new agent also contains a
(d)(1)(i)(A) of this section will not be ef- law; or statement signed on behalf of the desig-

fective until it is approved by the Com- (ii) Except as provided in paragraphated agent that it consents to act as the
missioner. The Commissioner’s approva(€)(3) of this section, it becomes, for Fedgroup’s new agent and, in the case of a suc-

of such a designation will not be effectiveeral tax purposes, either— cessor, that it is primarily liable as a suc-
before the existence of the common par- (A) An entity that is disregarded as arfessor of a member. The examples are as
ent terminates. entity separate from its owner; or follows:

(2) Designation by the Commissioner (B) An entity that is reclassified as a_ Exafgplei D;S\I?OSitilf)”POf a|||| g“l’IUE memtl’(ef?g .
. . : ecember of Year 1, P sells all the stock of S-1 to
(I) In the evgnt the common pargnt tgrm@artnershlp. . X. On December 31 of Year 2, P distributes all the
nates its existence and no designation is (2) Purported agency If the group’s giock of S to P's shareholders. P files a separate re-

made and approved under paragrapdgent ceases to exist under circumstances for Year 3. Although P is no longer a common
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parent after Year 2, P remains the sole agent of the§2.1502—-75(d)(3)(i) because P’s shareholders rélon ?901(ﬁ)’bﬁ.hte C_(t)rrpmlssmner n;tay tz;ssess. Us
group for Years 1 and 2. Except as provided in paraeive more than 50% of W'’s stock in exchange fo _ans eree fia '_' ywi I|n_on_e year a_er € expira-
. ) AR , . tion of the period of limitations against the trans-
graph (a)(6) of this section, for as long as P remains &l of P’'s stock. Under paragraph (a) of this secf- s-1 B i f tion 6213 d
existence, only P may execute a waiver of the peridibn, P remains the agent of the P group for Years 5r83r . t.h Y opera 'Ofnﬂ:) setc_ |onf defi (_a) ant
of limitations on assessment on behalf of the grouand 2, even though the P group continues with Wa'§ (a), the |§suz_ance ot the notice o ) € |C|en.c_y 0
. . P and the expiration of the 90-day period for filing
for Years 1 and 2. its new common parent. Because the transaction tition in the Tax Court h the effect of furth
Example 2 Acquisition of common parent by constitutes a reverse acquisition, the P group %;:e Ic;(')n 'g 1e5oadx 01:}: ;\ve e’el_egt ci. urther
another group The facts are the same asbxam- treated as remaining in existence with W as itgx ending by ays the group§ imitations pe-
. . . .riod on assessment from the previously extended
ple 1, except on January 1 of Year 3, P is acquiredommon parent. Before March 2 of Year 3, P is th te of D ber 31 of Year 6 to May 30 of Year 7
by Y. P thereafter joins in the Y group consolidatedole agent for the P group for Year 3. Beginning o ate o tetcem er E ealr 0 ¢ t?'/ Ot. earth.
return as a member of Y group. Although P is aMarch 2 of Year 3, W becomes the sole agent foru!'suan o paragraph (a)(1)(v) of this section, the
. . ; ) . waiver executed by P on March 1 of Year 5 to ex-
member of Y group in Year 3, P remains the agerthe P group with respect to all of Year 3 (|nc|ud|n% dth iod of limitati tt0 D
of the P group for Years 1 and 2. Except as prahe period through March 1) and subsequent co Snd the period ot fimitations on assessment to e-
vided in paragraph (a)(6) of this section, for as longolidated return years.
as P remains in existence, only P may execute a Example 6 Reverse triangular merger of com-
waiver of the period of limitations on assessmenton parent—spinoff of common parerfthe facts the derivati ffect of extending th iod of li
on behalf of the P group for Years 1 and 2. are the same as Example 5except that on April 1 e. ervative eflect of ex eny Ing the peno_ O. . m-
itations on assessment of U’s transferee liability to

Example 3 Merger of common parent—desig-of Year 3, P distributes the stock of its subsidiarie@ay 30 of Year 8. By operation of section 6901(f),

cember 31 of Year 6 and the further extension of the
P group’s limitations period to May 30 of Year 7
(by operation of sections 6213(a) and 6503(a)) have

nation of remaining member as new age®n De- S and S-1 to W, and W then distributes the stock . ) o
cember 31 of Year 1, P sells all the stock of S-1 t& to the W shareholders. Although P is no longer € |ssuance_ of_the notice of transfert_ee ||ab|||_ty oy
X. On July 1 of Year 2, P acquires all the stock ofnember of the P group and W is the continuing Ignd Fhe 'explratlon of the 90-day period for filing a
S-2. On November 30 of Year 2, P distributes algroup’s new common parent, P remains the ageRfet'tlon_ in the T_ax_ Cgurt havg the effect of further
the stock of S to P’s shareholders. On January 1 fifr the P group under paragraph (a) of this sectioﬁXtendlng the limitations period on assessment of
Year 3, P merges into Y corporation. Just beforéor Years 1 and 2. Before March 2 of Year 3, P i
the merger, P notifies the Commissioner in writinghe sole agent for the P group for Year 3. Beginnin
of the planned merger and of its designation of S am March 2 of Year 3, W becomes the sole agent f - .
the new agent of the P group for Years 1 and 2. Stke P group with respect to Year 3 (including th lability to U at any time on or pefg're May 30 of
the only member that P can designate as the neweriod through March 1) and subsequent consoli-ear_8 and assess the unpaid liability against U at
agent for both Years 1 and 2 because it is the ontlated return years. any time on or before October .27 of Year 8. The rg-
" : . sult would be the same even if S-1 ceased to exist
subsidiary that was a member of P group during Example 7 Qualified stock purchase and sec-before March 1 of Year 5. the date P executed the
part of both years. Although S-2 is the only retion 338 election On March 31 of Year 2, V pur- . ’
maining subsidiary of the P group when P mergeshases the stock of P in a qualified stock purchaé%alver'
into Y, S-2 was a member of the P group only inwithin the meaning of section 338(d)(3)), and v (@) Cross-reference For further rules
Year 2. For that reason, S-2 cannot be the groupsakes a timely election pursuant to section 338(cgpplicable to groups that include insol-
agent for Year 1. Alternatively, P could designate aith respect to P. Section 338(a)(2) provides thatent financial institutions, see
;jrllfferent agen: Ior sach i/ear,dsglectggzs 0|;hS-1 ;;ttrhea:jed asﬂa r:ﬁw corp_or_?nondats off the beglnn|r§301'6402_7 of this chapter.
e new agent for Year 1; an or S-2 as the n e day after the acquisition date for purposes o . . .
agent for Year 2. P could also designate its succesudbtitle A. For purposes of other subtitles, such as (h) Eff‘?C“Ve date_(l) Appllcauon
sor Y as the new agent for both Years 1 and 2. subtitle F (Procedure and Administration), how-1NiS section applies with respect to tax-
Example 4 Forward triangular merger of com- ever, new P is treated as a continuation of old @ble years beginning on or after the date
mon parent On January 1 of Year 3, P merges withTherefore, new P remains the agent of the P grofiinal regulations are published in the
and into Z-1, a subsidiary of Z, in a forward trian-for Year 1 and the period ending March 31 of Yeagggerg| Register
gular merger described in section 368(a)(1)(A) an@ (short Year 2). Except as provided in paragraph .
(@)(2)(D). The transaction constitutes a reverse a¢a)(6) of this section, for as long as new P remains (2) Prior law. For taxgble years ,be_
quisition under §1.1502—75(d)(3)(i) because P'@n existence, only new P may execute a waiver d@inNing before the date final regulations
shareholders receive more than 50% of Z's stock ithe period of limitations on assessment on behalf @re published in th&ederal Register
exchange for all of P’s stock. Just before the¢he P group for Year 1 and short Year 2. see §1.1502-77A.
tmherg?er, P gotlfles the go_;nnalss_mnetr_ in an;nlg ?r]:@ E&(amEIiSS fF\:audlzjIe;:_lconveyanclt_adol‘ 3ssetts Par. 6. Section 1.1502-77T(a) is re-
e planned merger and its designation of Z-1, n Marc of Year 2, P files a consolidated return .
corporation that will survive the planned merger, athat includes the income of S and S-1 for Year lquIQHated f’:lS §1'1502_77A(e) and
the new agent of the P group for Years 1 and 2. B&n December 1 of Year 2, S-1 transfers assets ha§l-1502_77T is removed.
cause Z-1 will be P’s successor (within the meanining a fair market value of $100x to U in exchange Par. 7. The amendments to
of paragraph (a)(1) of this section) after the plannefbr $10x. This transfer of assets for less than fai§1.1502—-78(a), as contained in the notice
tmherger, P n}ay;jeagriatedzél as the rtlfw agent f:;ﬂegket vall_uebclon?tlttutles agal;/(liulegtlc?r:;/eya;cgf proposed rulemaking (LR-97-79)
e P group for Years 1 and 2, pursuant to paragrapimder applicable state law. On March 1 of Year 5, . . .
(d)(2) of this section. Alternatively, P could haveexecutes a waiver extending to December 31 (RUb“Shed in therederal RegISteron_
designated S or S-1 as the new agent for the Year 6 the period of limitations on assessment witduly 31, 1984 (49 F.R. 30528), are with-
group for Years 1 and 2. Although Z is the newespect to the group’s Year 1 consolidated returdrawn.
common parent of the P group, which continue®©n February 1 of Year 6, the Commissioner issues a Par. 8. Section 1.1502-78 is amended
pursuant to §1.1502-75(d)(3)(i), P may not designrotice of deficiency to P asserting a deficiency of g tgllows:
nate Z as the new agent for Years 1 and 2 becausé&30x for the P group’s Year 1 consolidated tax lia- . -
was not a member of the group during any part diility. P does not file a petition for redetermination 1. Paragraph (a) IS rev_lsed'
Years 1 or 2 and is not a successor of P or any othier the Tax Court, and the Commissioner makes a 2- Paragraph (b)(1) is amended by
member of the group. timely assessment against the P group. P, S and ®dding the language “for the carryback
Example 5 Reverse triangular merger of com-are all insolvent and are unable to pay the defiyear (or agent designated under
mg_n par?r\}; On Mar(?htl |;)f_Year 3, W—l,t a subl- C|en0(|:y. On It:_ebru?rty 1 OI Year|8_, gﬁ C?mS'SSL?n?l.lSOZ—??(d) for the carryback year)”
sidiary of W, merges into P, in a reverse triangulasends a notice of transferee liability to U, whic .
merger described in section 368(a)(1)(A) andloes not file a petition in the Tax Court. On Augus?t the end of the first sentence.
(@)(2)(E). P survives the merger with W-1. Thel of Year 8, the Commissioner assesses the amount3- [N paragraph (c), the last sentence
transaction constitutes a reverse acquisition undef the P group’s deficiency against U. Under secof Example (1)s amended by adding the

October 16, 2000 384 200042 I.R.B.

’s liability as a transferee by 150 days, from May
0 of Year 8 to October 27 of Year 8. Accordingly,
e Commissioner may send a notice of transferee



language “for the carryback year” aftevent financial institutions, seeRequest for Comments

“parent.” 8301.6402-7 of this chapter. Regarding Need for Guidance

4. In paragraph (c), the last sentence (f) Effective date—(1) In general Clarifying Application of the
of Example (2)s amended by removing This section applies to taxable years tgtarnal Revenue Code to Use of

the language “S-1" and adding “P” in itswhich a loss or credit may be carrie
place. back and for which the due date (withou he Int.em?t by Exempt
5. In paragraph (cExample (3)the extensions) of the original return is after rganizations
_seventh sentence is gmended by_re_mothe date final regulations are published ilnnouncement 2000-84
ing “Z must” and adding “X must” in its theFederal Register
place. (2) Prior law. For taxable years to The Internal Revenue Service is con-
6. Paragraphs (e) and (f) are added. which a loss or credit may be carriesgidering the necessity of issuing guid-
The revision and additions read as folback and for which the due date (withouaince that would clarify the application
lows: extensions) is on or before the date finaf the Internal Revenue Code to use of
regulations are published in tirederal the Internet by exempt organizations.
Register, see §1.1502-78 in effect priorAccordingly, the Service is soliciting
to the date final regulations are publishegublic comment concerning the applica-
in the Federal Register as contained in tion of Code provisions governing ex-
26 CFR part 1 revised as of April 1,empt organizations to activities they
conduct on the Internet. The Service has
made no final decision concerning the
We125h need for additional guidance of general
6411 for a tentative carryback adjustment Deputy Commissioner appjicapility and may conclude no fur-

) of Internal Revenue. P
of the taxes for a consolidated return year ther action is necessary.

or years preceding such year shall bgiled by the Office of the Federal Register on Sepg ACKGROUND

made by the common parent Corporatio?\?mber 25, 2000, 8:45 am, and published in the

for the carryback year (or agent desig5™e g; chg F597d7e5§' Register for September 26, Eyempt organizations, like other orga-
nated under 81.1502-77(d) for the carry-""" o nizations, are increasingly turning to the
back year) to the extent such loss or un- Internet to carry on their activities. By

used business credit is not apportioned%g publishing a webpage on the Internet, an

81.1502-78 Tentative carryback
adjustments.

(a) General rule If a group has a con-
solidated net operating loss, a consol
dated net capital loss, or a consolidatef?00-
unused business cred[t for any taxa.ble Robert E. Wenzel
year, then any application under section

a corporation for a separate return ye orm 8870, Information Return exempt organization can provide the

pursuant to §1.1502-21(b), or Tr?nSfers Assomatefl With general public with information about

1.1502-22(b), or 1.1502-79(c). In th&ertain Personal Benefit the organization, its activities, and issues
case of the portion of a consolidated ndeontracts of concern to the organization, as well as
operating loss or consolidated net capit immediate access to websites of other or-

loss or consolidated unused busine nnouncement 2000-82 ganizations. An exempt organization can

credit to which the preceding sentence Notice 2000-24, 2000-17 I.R.B. 952 Provide information to subscribers about
does not apply and which is to be carriegqyises organizations that pay premiumi§sues of concern to the organization as
back to a corporation that was not &n “personal benefit contracts,” as thatvell as enable people with common in-
member of a consolidated group in théerm s used in section 170(f)(10) of thé@rests to share information via the Inter-
carryback year, the corporation to whichnternal Revenue Code, of the need tBet through a variety of methods (such as
such loss or credit is attributable shalfiie Form 8870,Information Return for Mailing lists, news groups, listserves,
make any application under section 641Yansfers Associated With Certain Perchat rooms, and forums).

In the case of a net capital loss or net ORpnal Benefit Contracts For taxable General Iss

) . : hefl . ues
erating loss or unused business Cr‘?dé‘ears beginning prior to January 1, 2000,
arising in a separate return year whicBych organizations must file Form 8870 Exempt organizations use the Internet
may be carried back to a consolidated rgsy the later of 90 days after the date oo carry on activities that otherwise can
turn year, after taking into account thgne service’s announcement in the Intetbe conducted through other media, such
application of §1.1502-21(b)(3)(ii)(B) nal Revenue Bulletin of the availabilityas radio or television broadcasts, print
with respect to any net operating 10Sgf Form 8870, or the date the organizapublications, or direct mailings. The
arising in another consolidated group, thon s required to file its annual informa-growing use of the Internet by exempt
common parent for the carryback yeagion return. organizations raises questions regarding
(or agent designated under This announcement advises organizawhether clarification is needed concern-
§1.1502-77(d) for the carryback year}ions of the availability of Form 8870.ing the application of the Code to Inter-
shall make any application under sectiofrhe 90-day period referred to in the Nonet activities. The questions include the

fij;l,; . tice begins on the date of publication ofollowing:
this announcement. » Does a website constitute a single pub-
(e) Cross-reference For further rules lication or communication? If not, how
applicable to groups that include insol- should it be separated into distinct pub-
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lications or communications? tion on a charitable organization’s web- members of the organization?

* When allocating expenses for a web- site about candidates for public officee What facts and circumstances are rele-
site, what methodology is appropriate? constitutes intervention in a political vant in determining whether an Internet
For example, should allocations be campaign by the charitable organization communication (either a limited access
based on webpages (which, unlike print or is permissible charitable activity con- website or a listserv or email communi-
publications, may not be of equal size)? sistent with the principles set forth in cation) is a communication directly to

» Unlike other publications of an ex- Rev. Rul. 78-248, 1978-1 C.B. 154, or primarily with members of the orga-
empt organization, a website may be and Rev. Rul. 86-95, 1986—-2 C.B. 73 nization for a charitable organization
modified on a daily basis. To what (dealing with voter guides and candi- that has made an election under section
extent and by what means should an date debates)? 501(h)?
exempt organization maintain the in- Does providing a hyperlink on a chari- - : _
formation from prior versions of the table c?rganizagt;ion’sy\?vebsite to anothe’ro‘dvert'smg and Other Business Activities
organization’s website? organization that engages in political Many exempt organizations receive

» To what extent are statements made campaign intervention result iper se payment from companies to display ad-
by subscribers to a forum, such as a prohlblted pO”tiCEl' intervention? Whatvertising messages on the organization’s
listserv or newsgroup, attributable to facts and circumstances are relevant igebsite. Some exempt organizations
an exempt organization that maintains determining whether the hyperlink conave banners on their websites containing
the forum? Does attribution vary de- stitutes a political campaign interveninformation about and a link to other or-
pending on the level of participation tion by the charitable organization?  ganizations in exchange for a similar ban-
of the exempt organization in main- For charitable organizations that hav@er on the other organizations’ website.
taining the forum (e.g., if the organi- not made the election under section Exempt organizations may also provide
zation moderates discussion, acts as501(h), what facts and circumstancegyperlinks on their websites to companies
editor, etc.)? are relevant in determining whethekhat sponsor their activities. Some organi-

lobbying communications made on theations receive payments based upon a

Internet are a substantial part of the ofpercentage of sales for referring cus-
Charitable organizations described in ganization’s activities? For exampletomers to another website, while others

section 501(c)(3) may not intervene in po- are location of the communication oryeceive payments based upon the number
litical campaigns and may only attempt to the website (main page or subsidiaryf persons who use the hyperlink to go to
influence legislation as an insubstantial Page) or number of hits relevant? the other webpage. In addition, a number
part of their activities. If the charitables Does providing a hyperlink to the web-of exempt organizations use the Internet
organization makes an election under sec-site of another organization that enas another outlet for their own sales activ-
tion 501(h), an expenditure test is applied gages in lobbying activity constituteity.

in determining whether the organization lobbying by a charitable organization? Some organizations operate “virtual

has engaged in substantial lobbying activ- What facts and circumstances are relerade shows,” an attempt to replicate trade

ities, with different limits applicable for vantin determining whether the charitashows on the Internet. Some of these vir-
direct and grassroots lobbying. ble organization has engaged in lobbytual trade shows simply consist of hyper-

When a charitable organization en- ing activity (for example, does it makelinks to industry suppliers’ websites,
gages in advocacy on the Internet, ques-a difference if lobbying activity is on while others also include displays with
tions arise as to whether it is conducting the specific webpage to which the chareducational information.

political or lobbying activity, and if so, to itable organization provides the hyper- The Service is considering whether

what extent. This situation is further link rather than elsewhere on the otheglarification is needed regarding whether

complicated by the affiliation of charita- organization’s website)? the income received from these activities
ble organizations with other organizations To determine whether a charitable orgas subject to the unrelated business in-
engaging in political or lobbying activi- nization that has made the electiomome tax, and if so, how the income and
ties on the Internet. The ease with which under section 501(h) has engaged igxpenses related to the activity are calcu-
different websites may be linked electron- grass roots lobbying on the Internetlated. Questions include the following:
ically (through a “hyperlink”) raises a What facts and circumstances are rele- To what extent are business activities
concern about whether the message of avant regarding whether the organization conducted on the Internet regularly car-
linked website is attributable to the chari- made a “call to action”? ried on under section 512? What facts
table organization. The Service is consic- Does publication of a webpage on the and circumstances are relevant in deter-
ering whether clarification is needed on Internet by a charitable organization mining whether these activities on the
how to apply the prohibition on political that has made an election under sectioninternet are regularly carried on?
campaign intervention and substantial 501(h) constitute an appearance in the Are there any circumstances under
lobbying activity for charitable organiza- mass media? Does an email or listservwhich the payment of a percentage of
tions engaging in activities on the Inter- communication by the organization sales from customers referred by the ex-
net. Questions include the following: constitute an appearance in mass mediaempt organization to another website

» What facts and circumstances are rele-if it is sent to more than 100,000 people would be substantially related under
vant in determining whether informa- and fewer than half of those people are section 513?

Political and Lobbying Activities
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» Are there any circumstances undecontemporaneous written acknowledge- The Service is soliciting public com-
which an online “virtual trade show” ment from the charitable organization irment regarding the need for additional
qualifies as an activity of a kind “tradi- order for the deduction to be allowed.  guidance clarifying the application of the
tionally conducted” at trade shows An increasing number of exempt orgaCode to exempt organizations’ Internet ac-
under section 513(d)? nizations solicit contributions on the Interdivities. The Service requests comments
Comments concerning the applicatiomet. In some instances, the organizationisot only on the situations described above,

of section 513(i), which governs the treatwebsite merely indicates where to senbut also on any other issues concerning

ment of qualified sponsorship payments;ontributions to the organization. In otheapplication of provisions of the Code in a

to Internet activities were requested ircases, the organization is able to accefdir and neutral manner to exempt organi-

connection with the Notice of Proposectontributions on the Internet, either dizations’ Internet activities.

Rulemaking (REG—-209601-92) publishedectly or through a third party that pro- Public comments should be submitted

in the Federal Register on March 1, 2000vides a secure connection for credit caroh writing on or before February 13, 2001.

transactions. The Service is considerinGomments should be sent to the following

the need for clarification regarding sucladdress:
There are numerous Code provisiongctivities,_incIL_Jding the follqwing: Internal Re_ver_me Service

regulating the solicitation and receipt of Are solicitations fo_r contributions ma_de 1111C_Zonst|tut|0n Ave, NW

on the Internet (either on an organiza-  Washington, DC 20224

tion’s website or by email) in “written or Attn: Judith E. Kindell

tax-deductible charitable contributions are Printed form” for purposes of section ~ T:EO _

required under section 6113 to disclose in 6113? If so, what fac'Fs and circum- Comments may also be sent electroni-

t stances are relevant in determiningally via the Internet to *TE/GE-Exempt-

certain solicitations for contributions tha - - . ! )
such contributions are not deductible for Whether a disclosure is in a “conspicu2@irs.gov.
ous and easily recognizable format”?

federal income tax purposes as charitable
contributions. Chapritapble organizations DO€s an organization meet the requird?RAFTING INFORMATION

that receive certainquid pro qud contri- The principal author of this announce-

butions in excess of $75 are required 9ud” contributions with a webpage con- iy itk £ Kindell of Exempt Orga-

under section 6115 to provide a written fIfMation that may be printed out by the . ™ For frther information regard-

statement to the donor that indicates thatOntrioutor or by sending a confirmation, ) i 1 ouncement contact Judith E.
the charitable deduction is limited to the €Mail to the donor? _ Kindell at (202) 622-6494 (not a toll-free
amount paid by the donor in excess of thie P0es a donor satisfy the requirement,
value of the goods or services provided by Under section 170(f)(8) for a written ac-

the organization and that provides a good knowledgment of a contribution of $250
faith estimate of that value. Under section ©F more with a printed webpage confir-
170(f)(8), donors making contributions of Mation or copy of a confirmation email
$250 or more to a charitable organization

from the donee organization?
must substantiate the contribution with REQUEST FOR PUBLIC COMMENT

Solicitation of Contributions

charitable contributions. For example, ex-
empt organizations not eligible to receive

ments of section 6115 forquid pro
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For examplmodified
following defined terms to describe theclarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pulminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancesosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserihe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usewill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but notthat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

Abbre‘" atlons ER—Employer. PO—Possession of the U.S.

ThelfoIIow(ijng_ﬁlbbreviati‘ons in C'UrlrenthL'jSI'e] ?jn_d f?]r'ERISA—Employee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in the_, PRS_Partnership.

Bulletin.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_Ind'V'duél' FC—Foreign Country. Pub. L—Public Law.
Acq.—Ac.qwescence. FICA—Federal Insurance Contributions Act. REIT—Real Estate Investment Trust.
B—Inleldu.a.I. FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
:ﬁ;‘i‘;ﬁérd of Tax Appeals. F.R—Federal Register. S—Subsidiary.

C—individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.
Cl—City.

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.
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FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.
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